WE'VE ALWAYS BEEN

-




NTABLE{OF,CONTENTS

101§SChwablRUrpose]
178 TettegiromithelChiet{ExecutivelOificel
R OfSchwablEnterprises]
26}
28] letiegiromlthelChief{kinanciallOfficer
30 inanciallbighlignis)
.3 1MGrowthlinlClientfAssetslandlAccounts]
86 Rein M-
ifBoardlofiDirectors]
liifCorporatelCantacts]
lilfCorporate]tniormation

.-P"
Gitosy, m RSN G118 mﬂmmammwm (@

Twirpmaan oy fmmi pn-.mun urul jesultsodopeniions relited to the pending \.IIL alf U A, ]m\l, .lnd ke Ceanpan Vs
e it e e L ey O ecrgr the, Cont i VEsTabiiy

Jticerg)libe um:p.m\ R .|h|l|[\ ik reiurtbcacess cipitad b ieTatc kholders Fund thelcomprmy subilingto g rowg newiice s s e
| i “tionsiteseribcdithesestiiementlistsuhec b rerain s kind
muihmmnﬂmﬂhmmmm il

WWWW g
qmummwmmm& snd A nalysisotinanc [
mm%mmmmm B )

- - -= -— = Q@ - = —




WHAT MATTERS.IS
THAT DIFFERENT MAKES A

DIFFERENCE

Different only matters if it makes a
difference in the lives of our clients —
if it helps them live the way they want

to live, today and into the future.

At Schwab, we’ve made it our busineés
to put the needs of investors first.
To do things differently so that financial
services are more affordable,
understandable, and available to all.
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WE'LL BE.
DIFFERENT UNTIL

-EVERYONE

IS FINANCIALLY FIT

Schwab will always befdifferent
because it's our purpose -gour lifework —
to give everyone who wani(s to improve

their financial health the too;Is and guidance
they need to succeed.

That’s the difference we want to make.
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FINANCIAL FITNESS
MEANS TAKING

ACTION

TODAY, NO MATTER YOUR
AGE OR FINANCIAL GOALS

Making the changes that lead to financial fitness
can be tough. But we can help make it easier —
whether clients are investing on their own, with an -
advisor, or through a workplace 401{k) plan.

The first step is to set an investing goal. What do
you want to achieve? What investing style suits
your needs? Self-directed investors can construct
their own portfolio or select specific investments
like Schwab- Target Funds, which are actively
managed to adjust as retirement nears. Clients -
who want more guidance have choices, too.
Schwab Managed Portfolios™ delegate mutual
fund selection to investment professionals who
periodically rebalance portfolios to stay on track.
Clients can also receive advice from Schwab
Private Client™ consuitants or from a member of

_ our network of independent financial advisors.

And for independent advisors who are starting
their own business, we offer the tools, advice,
and financing t¢ help them take the first step.



FINANCIAL FITNESS
MEANS EXPERIENCING

PROGRESS

THAT KEEPS YOU GOING

Becoming and staying financially fit are lifelong .
commitments, and it's natural to want to see 7 _ . I
progress. We give investors and advisors the help ’ '
they need to monitor and gauge performance -
and tc keep moving toward their goals. _ . I

For individual investors, a snapshot of progress
is always on hand with the Schwab Portfolio
Checkup®, an online tool that compares their
current portfolio to established goals for diversi- N
fication and asset allocation. When a portfolio _ ;
is out of balance, the checkup tool offers '
investment alternatives. The Schwab Quarterly
Portfolio Profile™ provides more in-depth market
performance statistics and ratings information
on all securities held in a Schwab account.

For independent adviscrs, achieving progress
requires different tools and support. That's why
we introduced a suite of marketing, strategy,
and planning services that help advisors grow,
compete, and succeed.
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FINAVNCIAL FITNESS MEANS
‘GETTING THE HELP AND

UPPORT

YOU NEED

The right relationship is defined by individual
needs, whether someone is self-directed or looking
for guidance, new to investing or very experienced.
We've made it easy for clients to get support in
the way that works best for them.

If it means personal contact, our financial profes-
sionals are ready to listen and help — on the phone
or face-to-face at a local Schwab branch. Investors
with larger and more complicated portfolios can
tap the services of an independent advisor. And
if convenience is what matters most, all of our
clients have easy access through schwab.com,
where they can monitor both their banking and
brokerage accounts, get information, and conduct
transactions wherever and whenever they need to.

No matter how clients choose to work with us, we
believe a good relationship is based on knowing,
remembering, and respecting each person’s needs.
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OUR FAITH IN INVESTORS
IS RETURNED BY THE

TRUST

THEY HAVE IN US

Individual investors and advisors brought
an average of more than $1.6 billion per week
~innet new assets to Schwab in 2006.
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LETTER FROM. THE
CHIEF EXECUTIVE OFFICER

TO MY FELLOW STOCKHOLDERS,

Inevery way | lock at it, 2006 was a spectacu-
lar year,

Our clients brought $87 billion in net new
assets to Schwab Investor Services and
Schwab Institutional® — an incredible 33 per-
cent increase over 2005, Total client assets
increased 18 percent and reached $1.24 trillion
by year-end.

We also accomplished what we set out to do
financially — and then some. First and foremost
for me, we're back on a growth path, with

2006 net revenues growing 19 percent to $4.3

billion. We also continued to manage costs
carefully, enabling us to earn net income of
more than $1 billion, a first for our company.

These strong client and financial results confirm
our strategy is working extremely well.

Our success reflects a continuation of our 30
year history of focusing on clients. We succeed
when we provide them with great value and
- great service, and when we help them achieve
better financial outcomes. Last year proved the
wisdom of that strategy.

WE'RE A MORE FOCUSED BUSINESS.

This annual report hightights our underlying
sense of purpose, which we all share here at
Schwab: to help everyone be financially fit.
Today’s Schwab is better organized to help
individuals achieve the confidence and comfort
that come with financial fitness — whether they
are seasoned investors, just starting to invest
on their own, or-turning -to an independent
investment advisor for help.

Schwab Investor Services, for example, is
focused on the needs of the individual investor,
targeting people who have $50,000 to $2
million in investable assets. Investor Services
represents the largest segment of our company,
contributing $3.2 billion in revenue in 20086.

Schwab Investor Services also includes our
401(k) pian services division, a key area for
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growth. With our planned acquisition of The
401(k) Company of Austin, Texas, we're well-
positioned to improve our capabilities in this
vital area — particularly among America's
larger companies. Retirement is the number
one reason why Americans invest, and the
workplace is the first place most people
experience investing, so expanding our capa-
bilities in the 401(k) arena is crucial to our
long-term growth.

Schwab Institutional is the industry leader in
supporting independent. investment advisors.
These advisors serve individuals with larger
and more complicated portfolios, including
those who need custody, tax, and wealth
management advice. Schwab Instituticnal
saw strong growth in 2006 and is our highest-
margin business, with a pre-tax profit margin
over 40 percent in 2006, Independent invest-
ment advisors are the fastest-growing segment
within financial services, and we will continue
to serve their expanding needs.

Finally, Schwab Financiai Products provides
products and services these businesses
can use to meet the needs of our c¢lients,
whether that is with mutual funds, money
market funds, fixed income securities, or bank-
ing products.

In keeping with our greater strategic focus,
late in 2006 we announced our decision to
sell U.S. Trust®, a fundamentally different
business that serves the narrower market of
ultra-wealthy Americans. As this report goes
to press, we are working to close the sale and
are considering how we will use the proceeds,
including possibilities for share repurchases,
dividends, additional acquisitions, and invést-
ments in our other businesses.

WE’'RE BUILDING STRONGER RELATIONSHIPS,

We've organized our business around client
needs. But that's just the beginning. We want
to do a better job of reaching out to our
existing clients to strengthen our relationships
and increase their satisfaction and loyalty.
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It's not just about bringing in more assets,
though we are pleased when that's the
case. We want individual investors to feel
s0 good about their investing outcomes — and
their entire experience with Schwab - that
they recommend us to their friends and
family. So we adopted a way to measure client
“loyalty that rates our performance, compares
us to key competitors, and points us toward
improvements that will make it easier to do
business with us.

Our “client promoter score” is moving in
the right direction, and we've taken several
important steps to keep it climbing higher.
For example, Schwab Investor Services has
assigned many clients to a dedicated finan-
cial consultant, either at the local Schwab
branch or through our phone-based Branch
Extension Team. We're also using our phone
and web services more effectively, providing
clients with complimentary portfolio consulta-
tions and personalized online tools, such as an
enhanced retirement assessment and Schwab
Portfolio Checkup.

When it comes to client loyalty among inde-
-pendent investment advisors, the scores for
Schwab Institutional are at the top of the
chart. That's no surprise, since that business
is built on rock-solid relationships. Schwab
Institutional is the leader in this segment of
the financial services industry, serving more
client assets than our next three competitors
combined.

As we continue to strengthen our relationships
with individual investors and with independent
investment advisors, many loyal clients will
put their personal reputation on the line and
recommend Schwab. We believe that's one of
the highest compliments we can receive — and
one of the best ways to build our business.

WE'RE REACHING NEW CLIENTS.

During the past year, we worked hard to improve
our relationships with existing clients, but we

also brought in new ones. We added 655,000
new brokerage accounts up 15 percent from
20065.

Many new clients were responding to our
very successful Talk to Chuck™ message.
Since the campaign was launched nationally
in 2005, monthly new-to-firm net new assets
have increased 29 percent, and more inves-
tors now consider Schwab when shopping for

financial services. But this is far more than an

advertising campaign; it's a philosophical
approach. We are here to listen and to help

. more people do better at investing, regardless
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of their age, the extent of their wealth, or their
sophistication as investors.

Today, the typical Schwab brokerage client is
part of the Baby Boomer generation — a very
important segment, with more people turning
50 this year than ever before, But | believe the
best way to help these clients secure their

‘financial future is to reach ocut to their entire

family — including children and grandchildren

—to promote financial fitness at every stage of

life. We're appealing to multiple generations in

a number of ways.

- To help teens |learn how to manage money,
Charles Schwab Foundation is working with
Boys & Girls Clubs of America to teach
Money Matters: Make it Count™.

- Te help younger investors build their portfo-
lios, we towered the minimum investment for
brokerage accounts and developed simple,
goal-oriented financial products, such as
target retirement date funds and 529 college
savings accounts.

-To reach an even wider range of consum-
ers, Charles Schwab Bank® offers checking
accounts, credit cards, mortgages and home
loans.

Brokerage and banking are a powerful
combination that allows us to take a breader

“view of client accounts, looking at both sides

of their balance sheets so we can provide more
complete financial advice and price our
services more competitively. Through our
award-winning website, clients can transfer
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funds between banking and brokerage, or
“check their account balances on a single web
page. Continued online improvements will help
schwab.com become the ultimate integrator,
bringing together all that Schwab has to offer.

WE’'RE POISED FOR CONTINUED GROWTH.

We began this year with some important
changes. { was very pleased to announce Walt
Bettinger's appointment as President and
Chief Operating Officer of The Charles Schwab
Corporation. Walt and | have worked closely
together at Schwab for more than 10 years.
‘He shares a deep passion for helping our
clients achieve their goals and a track record
of success, beginning with his early years as
an entrepreneur building the business that
is now Schwab Corporate & Retirement Ser-
vices. Most recently, in his leadership roles
within Schwab Investor Services, Walt led
his team to tremendous improvements in the
client experience and financial performance.

While | am pleased to welcome Walt to his
new role, | would also like to acknowledge
the 20-vyear career of our Chief Financial
Officer Chris Dodds, who has decided to retire
after the Annual Meeting this May. Chris has
played a pivotal role helping to steer Schwab,
and in particutar helping me turn the company
around and put it on its renewed trajectory of
growth and profitability during the last three
years. One of Chris’s great strengths has been
building a team of executives around him, and
we're confident of a smooth transition for Joe
Martinetto, a nine-year veteran at Schwab and
a strong executive who wilt be assuming the
CFQ role.

In last year's letter, | closed with the thought
“the best is yet to come.” Even after the
records we set in 2006, | still believe that's true.
When we put our clients’ needs first and help
them succeed, then our growth will follow.

We have right-sized the company and restored
our growth. We plan to use the proceeds
from the sale of U.S. Trust to reinvest in our

more focused company. In 2007, we plan to
deliver double-digit revenue growth, coupled
with strong financial discipline that will help
us continue to improve net income and earn-
ings per share.

" We have reconnected with our clients, When

15

we put ¢clients first, we not enly help them buiid
their financial future, but we aiso build their
trust in Schwab. In 2006, we averaged more
than $7 billion in net new assets every month
in Schwab Investor Services and Schwab Insti-
tuticnal. In 2007, we plan to attract more than
$10 billion per month in net new assets across
the entire firm.

We have broadened our reach to more of
America. Of the more than 112 million U.S.
households, about three million currently
do business with Schwab. In 2007, we plan
to grow that number, both in terms of new
accounts and new households.

Our entire team — more than 12,000 strong
— remains focused on my lifelong mission: to
help more people start investing earlier in life
and stick with it, That's the path to financial
fitness. Like physical fitness, it's a lifelong
quest. Fitness starts with a realistic plan.
It grows with the personal discipline to take
action over time. It improves through con-
stant monitoring and occasional adjustment.
Every step in the right direction brings better
outcomes, plus the renewed strength and
confidence that come with those results.

We believe that everyone can be financially
fit, at any age or income level. That's the
purpose that drives us, and that’s our vision

for the future.

Sincerely,

Charles R, Schwab

Founder, Chairman, and Chief Executive Officer
March 15, 2007




ALL OF OUR A
DELIVERING THE YALUE
AND PERFORMANCE OUR CLIENTS
EXPECT, AND THE PERSONAL
SERVICE THEY WANT.
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Erick Heyer, Sacramento
branch manager

SCHWAB INVESTOR SERVICES

2006 FINANCIAL HIGHLIGHTS

- ANNUAL REVENUES INCREASED 18 PERCENT TO $3.2 BILLION
- PRE-TAX MARGIN WAS 32.0 PERCENT, UP FROM 27.6 PERCENT IN 2005

Schwab Investor Services meets the needs of
the individual investor, offering services on-
line, by phone, or at more than 300 Schwab
branches nationwide. In 2006, we served
more than 5.2 million accounts and, by year-
end, held over $670 billion in client assets.

The investor Services enterprise also includes

other client-focused divisions, including:

- Corporate & Retirement Services, which helps
companies administer 401(k) and equity com-
pensation plans;

- CyberTrader®, which provides tools for highly
active online traders; and

- International and Muiticultural Services,
which serves U.5.- based Asian and Hispanic
investors and operates outside the U.S. with
branches in Puerto Rico and London, and &
subsidiary in Hong Kong.

In 2006, we saw net new client assets grow
by 54 percent over the prior year by focusing
on four foundational areas of our business.

1. We enhanced our value. We eliminated
many service, maintenance, and “nuisance”
fees and ensured that our web equity
commissions were competitive.

. We strengthened client relationships. More
than 500,000 clients now have a dedicated
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Schwab Financial Consultant, and all clients
have access to complimentary investing
consultations and better online tools.

. We improved client service. With our new
client concierge service, phone professionals
reach out 10 new clients 1o welcome them
to Schwab. We also enabled direct call-
back, allowing clients to talk with the same
knowledgeable phone-service professional
whenever they call back with a related
question.

. We expanded help and guidance. We extended
our best market research to all clients
and expanded distribution of our quarterly
On Investing® magazine to all of our client
households.

While Schwab currently administers or provides
trust/custody services for thousands of retire-
ment plahs, most are small to midsize, with a
more recent focus on attracting larger compa-
nies. The planned acquisition of The 401(k)
Company will bring expertise with some of
America's largest companies.

In 2007 and beyond, we will continue to view
our business though our clients’ eyes as we
help more investors achieve financial success
through expanded help and guidance.



Tint Kochis, co-founder and CEQ of
Kochis Fitz financial advisors

SCHWAB INSTITUTIONAL

2006 FINANCIAL HIGHLIGHTS

- ANNUAL REVENUES INCREASED 20 PERCENT TO $966 MILLION
- PRE-TAX MARGIN WAS 41.8 PERCENT, UP FROM 39.5 PERCENT IN 2005

Schwab Institutional {Sl) is dedicated to helping
‘ independent investment advisors grow, com-
pete, and succeed. We serve more than 5,000
advisors across the country, helping them meet
their core custody and trading needs, run their
businesses more efficiently, and -support the
growth of their firms. At more than two times
the size of our nearest direct competitor, Sl is
the leader in serving the Registered Investment
Advisor (RIA) industry — the fastest-growing
segment of financial services.

Independent financial advisors are professionat
advisors who are not employed by any brokerage
firm. Because they are fee-based,'their advice
is objective and in the client’s best interest.
This is a philoscphy that has always been at the
heart of the way Schwab works with its clients.
That's also why independent advisors have
turned to Schwab Institutional for the past 20
~years to take care of important tasks, such as
executing trades and preparing monthly state-
ments for clients.

In 2006, S| delivered exceptional financial
performance, increasing net new assets by 22
percent and revenues by 20 percent over the
previous year. We ended 2006 on a high note
with client assets reaching $502 billion, up 23
percent from the prior year and halfway to our
goal of $1 trillion in client assets by the end of
2010. These strong results reflect continued

growth in assets from existing advisor clients
as well as our intensified efforts to attract
assets from new clients,

During the year, we made investments to
enhance our technology, products, and sales and
service support. This included the introduction
of a business development and marketing
services program that builds on our existing
practice management solutions, We also
expanded our offering to advisors transitioning
from full-commission brokerages to become
independent investment advisors.

At the annual IMPACT® conference in November
2006, we introduced the industry-wide IMPACT
Awards™ to recognize the leaders in the RIA
industry. Among the inaugural award winners
was Tim Kochis, co-founder and CEQ of Kochis
Fitz financial advisors in San Francisco, who
won the Charles R. Schwab IMPACT Award for
outstanding - leadership, client commitment,
and community engagement.

In 2007, as we celebrate our 20th year, we will
step up our investment in our service, platform,
products, and programs so we can help our
clients grow their businesses at even faster
rates. To commemorate our anniversary, we
plan a series of programs and communications
to recognize the contributions that independent
advisors have made to the investing public.




Ren Tell, Schwab portfolio

operatipns manager

S
SCHWAB FINANCIAL PRODUCTS

2006 HIGHLIGHTS

- TOTAL CLIENT ASSETS IN MUTUAL FUNDS ROSE 20 PERCENT TO $590 BILLION
- CLIENT ASSETS IN SCHWAB FUNDS® AND LAUDUS FUNDS™ GREW 28 PERCENT TO $191 BILLION

Schwab Financial Products develops the prod-
ucts and services needed to serve individual
investors, independent advisors, and corporate
retirement plans.

- Client assets in Mutual Fund OneSource®
funds grew 18 percent to $163 hillion. It
remains one of the country’s largest “super-
markets” of no-transaction-fee mutual funds.

- Charles Schwab Bank compteted a record
year with assets of $11 billion; outstanding
mortgage, home equity loans, and secured
lines of credit of $2.3 billion; and first mort-
gage originations of $1.2 billion. '

- Total assets in separately managed accounts
rose 25 percent to nearly $33 billion.

Our money management subsidiary, Charles

.. Schwab Investment Management (CSIM), is

one of the nation's largest” money market
fund managers. CSIM provides oversight for
“the institutional-style, sub-advised Laudus
Funds family and manages 69 Schwab Funds
mutual funds, including nine funds that
utilize our award-winning Schwab Equity
Ratings® for investment selection. As of year-
end, all nine of those funds have beaten their
benchmarks since inception or conversion to
Schwab Equity Ratings.
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At mid-year, we introduced Schwab Managed
Portfolios, a suite of diversified portfolios that
combine mutual funds based on Schwab Equity
Ratings with funds chosen from Mutual Fund
OneSource. Schwab's money managers create
and maintain these portfolios with initial invest-
ment minimums as low as $25,000, offering
professional advice at half the price offered by
our largest competitor. It has been our most
successful faunch of any advice product.

During the year, we launched the Schwab
Inflation Protected Fund™ and the Laudus
Rosenberg international Discovery Fund. In
March, the Schwab Premier Equity Fund® was
closed to new investors, based on strong
demand in just its first year. We also expanded
access to research tools and trading to 22 hours
a day, seven days a week, for CDs purchased
through our Schwab BondSource™ platform.

We began 2007 by announcing the acquisition
of Global Real Analytics, LLC, a leader in
applied real estate analytics and Commercial
Real Estate Index products, and have
already filed a registration statement for
our first Schwab Global Real Estate Fund™.
Among other planned launches are three new
“fundamental” index funds - a first for Schwab,
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WE MAKE A DIFFERENCE BY
SHARING OUR TIME, KNOWLED@E,
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WALTER W. BETTINGER I
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Executive Vice President and
Chief Financial Officer

CARRIE E. DWYER
Executive Vice President, General Counsel,
and Corporate Secretary

CHARLES G. GOLDMAN
Executive Vice President and Chief Operating Officer,
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JAN HIER-KING
Executive Vice President,
Human Resources
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Executive Vice President,
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Center: Charles R, Schwab
Front Row (left to right): Rebecca Saeger, Jan Hier-King, Walter W. Bettinger 11, Christopher V. Dodds
Back Row (standing, left to right): Charles G. Goldman, John S, Clendening, Deborah Doyle McWhinney,
Randall W. Merk, Gideon Sasson, James D. McCoal, and Carrie E. Dwyer, (Peter K. Scaturro not pictured)
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LETTER FROM THE
CHIEF FINANCIAL OFFICER

“LOOK HOW FAR WE'VE COME TOGETHER™

Neither Chuck nor | dwell much on the past. For
all of my 20 years at Schwab, we have concen-
trated our energies on the opportunities and
challenges that lie ahead, and once we have
reached a given objective, we have paused only
briefly to acknowledge it before moving on. Yet |
believe anyone wishing to understand the Schwab
of today - and grasp its potential for future
success — must take the time to understand
the chapter in our history that began in mid-
2004 and ran through the end of 2006. Why?
Because undérstanding how far we've come
gives tremendous insight into the power of the
Schwab organization when we’'re all focused on
pursuing our core strategies, on improving the
client experience, and on maintaining financial
discipline. ;

Clients, stockholders, and employees who've
been with the company during this chapter
already know that 2004 was about coming to
grips with - and addressing — systemic issues of
complexity, high prices, and an unsustainably
large expense base. In turn, 2005 was about
committidg to and delivering stronger client
relationships and financial performance. Last
year, we set out to demonstrate our ability to
sustain profitable growth while continuing to
build client loyalty. So let’s take a look at how we
performed in- 2006 relative to our financial objec-
tives, and then discuss how we did with clients.

Qur planning scenario for 2006 included equity
market appreciation of about 4 percent and a
relatively flat interest rate environment. Under
those circumstances, we committed to delivering
low double-digit revenue growth, a pre-tax profit
margin of at least 30 percent, earnings per share
of "around” $0.70, and a return on equity of
at least 20 percent. Bear in mind that all of
these goals were set before we entered into the
agreement with Bank of America Corporation to
sell U.S. Trust and subsequently pulled all of U.S.
Trust’s financial results into separate “discontinued
operations” lines on the income statement and
balance sheet.

Despite some midyear bumpiness, the equity

markets posted double-digit returns for 2006,

while the Fed Funds rate increased by 100 basis
points before leveling off mid-year. Against this
backdrop, we saw continued improvement in
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client engagement, and we were able to exceed
all of our primary financial objectives for the year.
Revenue growth reached 19 percent for 2006,
our pre-tax profit margin was a record 34.3
percent, earnings per share hit $0.85, our net
income topped $1 billion for the first time in
company history, and we achieved a return on
equity of 26 percent. These results have been
impacted by the pending U.S. Trust sale, but
even after adjusting for those effects, we still
exceeded every one of our financial goals.

To me, what's significant about our results for
2006 is that we achieved them by playing our
game — by continuing on the path that we think-is
critical for Schwab's long-term success. Our
reliance on transaction-based revenues contin-
ued to decline — with help from the interest rate
environment and continued client interest in our
mutual fund offerings — and our asset manage-
ment and administration fees, net interest, and
other nontrading revenues together rose 24
percent in 2006 and equaled 83 percent of total
net revenues during the fourth quarter, versus 79
percent in the fourth quarter of 2005. Sustained
cost discipline limited expense growth to just 9
percent in 2006, which led to our record pre-tax
margin. Capital management remained a priority
in 2006. We limited net capital expenditures to
just -$58 million (after receiving $63 million
primarily from the sale of a data center), reduced
our long-term debt by $74 million, doubled our
dividend, and repurchased $859 million of
common stock. We continue to believe that our
business model is not particularly capital inten-
sive, and that we should - and will - return excess
capital to our stockholders.

By virtually any measure, our company is in
the best shape ever, and once again, both of our
core husinesses contributed to the progress we
made in 2006. As is the case for the company
as a whole, we focus on three main financial
metrics — revenue growth, pre-tax profit margin,
and return on equity — with expectations for each
business based on its specific circumstances.

While Schwab Investor Services (Schwab 1S5) did
not face any major strategic shifts between 2005
and 2008, the significance of their challenge did
not diminish in any way. Their objective was to
continue improving the client experience and




THE CHARLES SCHWAB CORPORATION 2006
LETTER FROM THE CHIEF FINANCIAL OFFICER

client loyalty while simultaneously driving further
enhancements in financial performance. With care-
ful attention to prioritization, resource allocation,
and client feedback, the team posted another
impressive year of accomplishments: additional
price cuts to bolster our competitiveness, a new
client concierge program, a Branch Extension
Team to provide personalized service to selected
clients with less than $250,000 in assets, and
new products like complimentary portfolic con-
sultations and our Schwab Managed Portfolios
mutual fund wrap offering. Schwab |S also made
extraordinary progress with clients. Their “client
promoter score,” which we use as a measure of
ctient loyalty, turned from slightly negative at
year-end 2005 to solidly positive, and their net
new assets rose by 54 percent. These improved
client metrics helped Schwab IS post 18 percent
net revenue growth, a 32 percent pretax margin,
and a 25 percent return on equity for 2008,
versus 5 percent, 27.6 pércent, and 20 percent
in 2005.

Schwab Institutional (SI) had a straightforward
objective in 2006 — “just” sustain their industry
leadership in serving independent Registered
Investment Advisors while maintaining superior
financial pe'rformance. The 8l team did exactly
that — their accomplishments in 2006 included
the introduction of the annual IMPACT Awards™ to
honor industry-leading advisors and firms, the
launch of a comprehensive pregram to help advisors
plan and manage the growth of their businesses, a
new website to assist advisors thinking of estab-
lishing their own practices, and enhanced platform
capabilities around cashiering and e-document
management. With net new assets rising 22 per-

cent over 2005 levels, S| continued to build

market share, and financial results included 20
percent revenue growth, a 41.8 percent pre-tax
margin, and a 33 percent return on equity, versus
11 percent, 39.5 percent, and 30 percent in 2005.

So, good news on the financial front, but how are
we doing with clients overall, since the strength
and durability of those relationships will clearly
determine our future success? Our 2006 client
metrics pointed to great progress in building
stronger relationships, as new account openings
rose 15 percent to 655,000, net new assets in
Schwab IS and Sl were up a combined 33 percent
to $87 billion, and total client assets rose 18
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percent to a record $1.24 trillion. With our
momentum-continuing to build, we're expecting
to deliver double-digit increases in these metrics
again in 2007. Which brings me to my final
thoughts. How far have we come together? Since
2004, we've accelerated our growth in client
assets and revenues, more than doubled our
pre-tax profit margin, passed the $1 billion mark
in net income, and improved the company's
return on equity by more than four-fold. We have
sharpened our strategic focus with the pending
sale of U.S. Trust and acquisition of The 401(k)
Company, and we have sustained the financial
discipline necessary to support growth and
contain costs.

What's ahead for 20077 In a word, more. More
strong revenue growth, with another double-digit
objective for the year. More improvement in
pre-tax margins, with a goal approaching 37
percent. More significant growth in EPS, although
the final result for 2007 will be affected by the
choices we make in redeploying the proceeds
from the U.S. Trust sale. | remain extremely con-
fident in both Schwab's prospects and in our
commitment to following the same formula laid
out last year — expense discipltine, careful capital
management, and a relentless focus on our
clients and their needs.

You may already be aware that I'm retiring from
Schwab after our Annuial Meeting in May, so this
is my last letter to you as CFO. I've had a wonder-
fully fulfilling career here, yet I'm especially proud
of what we've accomplished in this most recent
chapter in Schwab's history. The time is right for
me to move to the next chapter in my life, but
ieaving hehind two decades of experience at this
remarkable institution is truly bittersweet. | know
I'm leaving the company in great shape and in
great hands, and | want to thank my fellow stock-
holders for the support you've shown me and the
company over the years. It has been an honor to
sServe you.

Sincerely,

CHRISTOPHER V. DODDS

Executive Vice President and Chief Financial Officer
March 15, 2007
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Note: All amounts are preéented on a continuing cperations basis to exclude U.S. Trust in light of its pending sale.
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GROWTH RATE
1-YEAR

{In Millions, Except Per Share Amounts and s Noted) 2005-06 2006 2005 2004
Net revenues 19% $ 4,309 $ 3,619 $ 3,416
Expenses excluding interest 9% $ 2,833 $ 2,592 $ 2,869
Net income 69% $ 1,227 $ 725 $ 286
Income from continuing

operations per share — basic 43% $ .70 $ .49 $ .28
Income from continuing.

operations per share — diluted 44% $ .69 $ .48 $ .26
Basic earnings per share 73% $ .97 $ .b6 $ 21
Diluted earnings per share 73% $ .95 $ .55 $ .21
Dividends declared per common share 52% $ .135 $ .089 $ 074
Weighted-average common shares
. outstanding - diluted (2%) 1,286 1,308 1,365

. Closing market price per share (at year end) 32% $19.34 $ 14.67 $11.96

Book value per common share (at year end) 15% $ 3.96 $ 345 $ 3.30
Net revenue growth 19% 6% 5%
Pre-tax profit margin from continuing operations 34.3% 28.4% 16.0%
Return on stockholders' equity 26% 16% 6%
Full-time equivalent employees

(at year end, in thousands) 7% 12.4 11.6 11.8
Net revenues per average )

full-time equivalent employee (in thousands) 13% $ 362 $ 319 $ 260




GROWTH IN CLIENT ASSETS

AND ACCOUNTS

GROWTH RATES
COMPOUNDED ANNUAL

4YEAR 1-YEAR
{tn Billlons. at Year End, Except g3 Noted) 200206 200506 2006 2005 2004 2003 2002
Assets in Client Accounts
Schwab One®, other cash equivalents _ ‘
and deposits from banking clients % (1% $ 310 $ 313 $ 317 $ 285 % 261
Proprietary funds (Schwab Funds®,
Excelsior®, and Laudus Funds™):
Money market funds 2% 22% 135.0 110.6 107.0 113.8 123.0
Equity and bond funds 27% 43% 56.2 39.2 33.0- 26.5 21.8
Total proprietary funds 7% 28% 191.2 149.8 140.0 140.3 144.8
Mutual Fund Marketplace®1):; .
Mutual Fund OneSource® 22% 18% 163.2 137.8 129.7 102.8 74.3
Mutual fund clearing services 31% 3% 62.1 60.2 44,2 33.5 21.2
Other third-party mutual funds 25% 21% 1731 1427 114.4 a8.2 71.7
Total Mutual fund Marketplace 24% 17% 398.4 340.7 288.3 2345 167.2
Total mutual fund assets 17% 20% 589.6 480.5 428.3 374.8 312.0
Equity and other securities ‘1 20% 15% 487.0 422.4 387.3 326.8 235.6
Fixed income securities 12% 19% 142.0 i19.7 104.5 109.1 90.4
Margin loans outstanding 12% - {10.4) (10.4) (9.8) (8.5) (6.6)
' Total client assets 17% 18% $1,239.2 $1,053.5 % 9420 $ 830.7 $ 6575
Client assets by business
Schwab Investor Services 13% 15% $ 670.9 $ 5836 $ 547.7 $ 5095 $ 4116
Schwab Institutional 23% 23% 502.5 407.0 348.2 287.1 222.4
Mutual fund clearing services ‘
and other 29% 5% 65.8 62.9 46.1 34.1 23.5
Total cllent assets
by business 17% 18% $1,239.2 $1,053.5 $ 9420 $ 8307 §$ 657.5
Net Growth in Assets in Client Accounts
(for the year ended)
Net new client assets (2 12% 4% $ 722 $ 695 $ 488 §$ 383 $ 464
Net market gains {losses) 113.5 42.0 62.5 134.9 (111.7)
Net growth (decline) $ 1857 $ 1115 §$ 111.3 $ 173.2 $ (65.3)
New Brokerage Accounts N '
(in thousands, for the year ended) {4%) 15% 655 568 538 585 764
Active Client Accounts
(in thousands)*®
Brokerage (4%} (4%) 6,737 7,049 7,252 7,480 7,937
Banking N/A  N/A 147 N/A N/A N/A N/A
Corporate Retirement
Plan Participants N/A  N/A 542 N/A N/A N/A N/A

RNote: All amounts have been adjusted to exclude U.S. Trust Corporation in light of its pending sale.

{1) Exciudes all proprietary money market, equily, and bond funas.

{2) Includes an outfliow of $19.5 hillion in 2006 related to a mutual fund clearing services cllent who completed the transfer of these assets to an internal platform.

Includes an individual inflow and outfiow of $3.6 billion and $6.0 biliien In 2006 and 2004, respectively, related 16 two mutual clearing services clients.

(3) Periodically, the Company reviews its active account base. The Company identified over 400,000 brokerage accounts that met its current definition of active, but
had little or no balances and no likelihood of further activity, Effective March 31, 2006, the Company removed these accounts from its active brokerage account
total. Amounts for periods prior to 2006 were not adjusted, While the Company adjusted its definition of an active brokerage account to exclude certain zero and
minimal balance accounts, the basic definition remains "accounts with balances or activity within the preceding eight months.” In addition, to present & more com-
prehensive view of its client retationships, the Company added disclosures for its banking accounts (i.e., deposits, credit cards, HELOCs, mortgages, other loans}
and Corporate Retirement Plan Participants, Ameunts for perieds prior to 2006 are not available. Also, reflects the removal of 192,000 acceunts in 2003 related to

the Company's withdrawal from the Employee Stock Purchase Plan business and the transfer of these accounts 1o ather providers.
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THE CHARLES SCHWAB CORPORATION

PART |

Rem 1. Business:

General Corporate Overview

The Charles Schwab Corporation {(CSC), headquartered in San Francisco, California, was incorporated in 1986 and '
engages, through its subsidiaries (collectively referred to as the Company, and primarily located in San Francisco except
as indicated}, in securities brokerage, banking,\ancl related financial services. At December 31, 2008, the Company had
$1.239 trillion in client assets, 6.7 million active brokerage accounts@), 542,000 corporate retirement plan participants,
and 147,000 banking accounts. Certain subsidiaries of CSC include: Charles Schwab & Co., Inc. (Schwab), which was
incorporated in 1971, is a securities broker-dealer with 303 domestic branch offices in 45 states, a branch in each of
the Commonwealth of Puerto Rico and London, U.K., and serves clients in Hong Kong through one of CSC's subsidiaries;
Charles Schwab Bank, N.A. (Schwab Bank), which commenced operations in 2003, is a retail bank located in Reno,
Nevada; Charles Schwab Investmént Management, Inc. (CSIM) is the investment advisor for Schwab's proprietary
mutual funds, which are referred to as the Schwab Funds®: CyberTrader, Inc. (CyberTrader), which was acquired in 2000
and is located in Austin, Texas, is an electronic trading technology and brokerage firm providing services to highly active,
online traders; and The Charles Schwab Trust Company (CSTC), which serves as trustee for employee benefit plans,
primarily 401(k) pla ns.

On November 19, 2006, the Company entered into a d°ef!initive agreement with Bank of America Corporation (Bank of
America) pursuant to which Bank of America will acquire all of the outstanding stock of U.S. Trust Corporation (USTC, and
with its subsidiaries collectively referred to as U.S. Trust), a subsidiary which provides wealth management services and
is located in New York. The transaction is expected to close early in the third quarter of 2007; accordingly, U.S. Trust is
presented on a discontinued operations basis for financial statement purposes. All other information contamed inthis
Annual Report on Form 10-K is presented on a continuing operatnons basis unless otherw:se noted.

In 2004, the Company sofd its capital markets business, consisting of the partnership interests of SchWab Capital
Markets L.P. and all of the outstanding capital stock of SoundView Technology Group, Inc. (collectively referred to as
Schwab Soundview Capital Markets, or SS5CM). In 2003, the Company substantially exited from its international
operations with the sales of its U.K. brokerage subsidiary, Charles Schwab Europe and its investment in Aitken
Campbell, a market-making joint venture in the U.K.

As of December 31, 2006, thé Company had full-time, part- -time and temporary employees and persons employed on a
contract basis that represented the equivalent of about 12, 400 full-time employees. .

The Company provides financial services to individuals and institutional clients through two segments - Schwab Investor
Services and Schwab Institutional®. The Schwab Investor Services segment includes the Company’s retail brokerage and
banking operations, as well as the Schwab Retirement Plan Services division. The Schwab Institutional segment provides
custodial, trading and support services to independent investment advisors (IAs). For financial information by segment
for the three years ended December 31, 2008, see “Item 8 - Financial Statements and Supplementary Data - Notes to
Consolidated Fmanmal Statements - 21 Segment Information.”

.

Business Strategy and Competitive Environment

The Company's primary strategy is to meet the financial services needs of individual investors and the independent IAs
who serve them. In pursuit of this strategy, the Company endeavors to provide clients with a compelling combination of
personalized relationships, supenor service, and competntuve pricing. The Company also strives to combine people and

technology in ways that facilitate the delivery of a full range of investment services at great value. People provide the

(@) Accounts with batances or acti vity within the preceding eight months.
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client focus and personal touch that are essential in serving investors, while technology helps create services that are
scalable and consistent, This combination helps the Company address a wide range of client needs - from tools and
information for self-directed investing or active trading, to advice services or wealth management, to retirement plans, to
support services for independent |As - while enabling each client to easily utilize some or all of these capabilities
according to each client’s unique circumstances. In 2006 the Company sharpened its strategic focus with the pending
sale of U.S. Trust and the announcement of an agreement to purchase The 401(k) Company, a provider of retirement
plan services.

The Company's competition in serving individual investors includes a wide range of brokerage, wealth management, and
asset management firms. In serving these investors and competing for a growing percentage of the trillions of dollars of
investable wealth in the U.S., the Company offers a multi-channel service delivery model which includes branch,
telephonic, and online capabilities. Under this model, the Company can offer personalized service at competitive prices
while giving clients the choice of where, when, and how they do business with the firm. Schwah's network of branches
and regional telephone service centers is staffed with trained and experienced financial consuitants (FCs) focused on
building and sustaining client relationships. The Company offers the ability to meet client investing needs through a
single ongoing point of contact, even as those needs change over time. In particular, management believes that the
Company's ability to provide those clients seeking help, guidance, or advice with an integrated, individually taitored
solution - ranging from occasional consultations to an ongoing relationship with'a Schwab FC or IA - is a competitive
strength versus the more fragmented offerings of other firms.

The Company's online and telephonic channels provide quick and efficient access to an extensive array of information,
research, tools, trade execution, and administrative services, which clients can access according to their needs. For
example, as clients trade more actively, they can use these channels to access highly competitive pricing, expert tools,
and extensive service capabilities - including experienced, knowledgeable teams of trading specialists and integrated
product offerings. Individuals investing for retirement thrdugh 401(k) plans can take advantage of the Company’s
bundled offering of multiple investment choices, education, and third-party advice. Management also believes the
Company is able to compete with the wide variety of financial services firms striving to attract individual client
relationships, by complementing these capabilities with the extensive array of investment, banking, and lending
products and services described in the following section.

In the |A arena, the Company competes with institutional custodians, traditional and discount brokers, hanks, and trust
companies. Management believes that its Schwab Institutional segment can maintain its market leadership position
primarily through the efforts of its expanded sales and support teams, which are dedicated to helping 1As grow, compete,
and succeed. In addition to focusing on superior service, Schwab Institutional competes by utilizing technology to
provide IAs with a highly-developed, scalable platform for administering their clients’ assets easily and efficiently.
Schwab Institutional also sponsors a variety of national, regional, and local events designed to help las identify and
implement better ways to grow and manage their practices efficiently.

Another important aspect of the Company’s ability to compete is its ongoing focus on efficiency and productivity, as
lower costs give the Company greater flexibility in its approach te pricing and investing for growth. Management believes
that this flexibility remains important in light of the current competitive environment, in which a number of competitors
have reduced online trading commission rates and account fees. Additionally, the Company’s nationwide marketing
effort is an important competitive tool because it reinforces the attributes of the Schwab® brand.

Products and Services

The Company offers a broad range of products to address its clients’ varying investment and financial needs. Examples

of these product offerings include:

e Brokerage - various asset management accounts including some with check-writing features, debit card, and
billpay; individual retirement accounts; retirement plans for small to large businesses; 529 college savings
accounts; and margin loans, as well as access to fixed income securities and equity and debt offerings;

.
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» Banking - first m'ortgages, home equity lines of credit, pledged-asset mortgages, checking accounts linked to ‘
brokerage accounts, certificates of deposit, demand deposit accounts, and credit cards; and :

e  Mutual funds - third-party mutual funds through Mutual Fund Marketplace®, including no-load mutual funds
through the Mutual Fund OneSource® service, proprietary mutual funds from two fund famities - Schwab Funds and

Laudis Funds™ — and mutual fund tradlng and cleanng servrces to broker-dealers.

2
S

~ These products, and the Company‘s fuli array of investing servioes, are made available through its two segments -
Schwab Investor Services and Schwab Institutional.

Schwab Investor Services’

Through the Schwab Investor Services segment, the Company provides retail brokerage and banking services to
individual investors, as well as 401(k) record keeping and other retirement plan services to corporations and
professronal orgamzatlons Clients of the Company, through the Schwab Investor Serwces segment, have access to the
services descnbed below.

The Company-offers research, analytic tools, performance reports, market analysis, and educational material to all
clients. Clients Iook:ng for more gurdance have access to online portfolio planning tools, as well ‘as professional advice
from Schwab's portfolic consultants who can help develop an investment strategy and carry out'investment and portfolio
management decisions. Many clients have a relationship. wrth a SpeCIfIC FC, who serves as their primary pount -of contact
for utilizing Schwab S services. :
Schwab strives {0 demystify investing by educating and assisting clients in the development of investment plans.
Educational tools include workshops, interactive courses, and online information about investing. Additionally, Schwab
provides various Internet-based research and analysis tools which are designed to help clients achieve better
investment outcomes, As an example of such tools, Schwab Equity Ratings is a quantitative model-based stock rating
system which provides all clients with ratings on approximately 3,000 stocks, assigning ‘each equity a single grade: A, B,
“C, D, or F. Stocks are rated based on specific factors relating to fundamentals, valuation, momentum, and risk and
ranked so that the number of buy consideration’ ratlngs - As and Bs - equals the number of ‘sell-consideration’ ratings
- Ds and Fs.

.
. B

Clients may need specific investment recommendations either from time to time oron an ongoing basis. The Company
seeks to provide clients seeking advice with customized solutions. The Company's approach to advice is based on iong-
term investrment ‘strategies and guidance on portfolio diversification and asset allocation. This approach is designed to
be offered consrstently across all of Schwab s delivery ohannels

Schwab Private Client™ features a personal advice relationship with a designated FC, supported by a team of '
investment professionals who provide individualized service, a customized investrment strategy developed in
collaboration with the client, and ongoing guidance and execution.

For clients seeking a relationship in which investment decisions are fully delegated to a financial professional, the
Company offefs several alternatives. The Company provides investors access to professional investment management in
a diversified account that is invested exclusively in mutual funds through the Schwab Managed Portfolio™ program. The
Company also refers investors who want to utilize a specific third-party money manager to direct a portion of their
investment assets to the Schwab Managed Account program. In addition, clients who want the assistance of an
independent professional in managing their financial affairs may be referred to IAs in the Schwab Adviser Network®.
These IAs provide personalized portfolio management, financial planning, and wealth management solutions.

The Company strives to deliver infarmation, education, technology, service, and pricing which meet the specific needs of .
clients who trade actively. Schwab offers integrated Web- and software-based trading platforms, which inoorporate
intelligent order routing technology, real-time market data, options trading, and premium stock research, as well as
multi-channel access. Ca,rberTrader® also offers extensive Web-and software-based trading platforms with more
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sophisticated account and trade management features, risk management tools, decision support tools and dedicated
personal support. 1

The Company serves both foreign investors and non-English-speaking U.S. clients who wish to trade or invest ih u.s.
dollar-based securities. The Company has a physical presence in the United Kingdom and Hon'g Kong. In the U.S,, the
Company serves Chinese-, Korean-, Spanlsh- and Viethamese-speaking clients through a combination of designated
branch offices and Web-based and telephonic services.

The Company provides 401{k) recordkeeping and other retirement plan services to corporations and professional
organizations through its Schwab Retirement Plan Services division. A dedicated sales force markets these services
directly to such organizations, and the Company also serves plan sponsors indirectly through alliances with third-party
administrators. The Company’'s bundled 401(k) retirement plan product offers plan sponsors a wide array of investment
options, participant education and servicing, trustee services, and participant-level recordkeeping. Participants in these
plans have access to customized advice provided by a third party. : 3 -

On December 22, 2006, the Company announced an agreement to acquire The 401(k) Company, which offers defined
contribution plan services. The 401(k) Company will.complement Schwab's retirement business strategy and increase
Schwab's ability to meet the needs of retirement plans of all sizes. The transaction is expected to close in March 2007.

Schwab Institutional

Through the Schwab Institutional segment, Schwab provides custodial, trading, technology, practice management, and
other support services to 1As. To attract and serve 1As, Schwab Institutional has a dedicated sales force and service
teams assigned to meet their needs. B .

1As who custody client accounts at Schwab may use proprietary software that provides them with up-to-date client
account mformatlon -as well as trading capabilities. In addition, IAs may utilize the Schwab Institutional website, the core
platform for 1As to conduct daily business activities online with Schwab, including submitting client account information
and retrieving news and market information. This platform provides IAs with a comprehensive suite of electronic and
paper-based reporting capabilities. Schwab Institutional also offers online cashiering services, as well as internet-based
eDocuments sites for both IAs and their clients that provide multi-year archiving of online statements, trade confirms
and tax reports, along with document search capabilities.

To help 1As grow and manage their practices, Schwab Institutional offers a variety of services, including marketing and
business development, business strategy and planning, and transition support. Regulatory compliance consulting and
support services are also available, as well as website design and development capabilities. In addition, Schwab
Institutional maintains a website that provides interactive tools, educational content, and research reports to assist -
advisors thinking about establishing their own independent practices.

The Company also offers a variety of educational materials and events to IAs seeking to expand their knowledge of
industry issues and trends, as well as sharpen their individual expertise and practice management skills. Schwab )
Institutional updates and shares market research on an ongoing basis, and it holds a series of events and conferences
every year to discuss topics of interest 10 IAs, including business strategies and best practices. The Company also
sponsors the annual IMPACT® conference, which provides a national forum for the Company, IAs, and other industry
participants to gather and share information and insights. .

IAs and their clients also have access to a broad range of the Company’s products and services, including managed
accounts, cash products, and annuities.
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Regulation

CSC is a financial holding company, which is a type of bank holding company subject to supervision and regulation by
the Federal Reserve Board under the Bank Holding Company Act of 1956, as amended (the Act). CSC's depository
institution subsidiaries, including Schwab Bank and affiliates of U.S. Trust {currently reflected as a discontinued
operation for financial statement purposes), are subject to regulation and supervision and to various requirements and
restrictions under federal and state laws, including regulatory capital guidelines. Among other things, these
requirements govern transactions with CSC and its non-depository institution subsidiaries, including loans and other
extensions of credit, investments or asset purchases, dividends, and investments. The federal banking agencies have
broad powers to enforce these regulations, including the power to terminate deposit insurance, |mpose substantial fines
and other civil and criminal penalties, and appoint a conservator or receiver.

To maintain its status as a financial holding company, each of CSC’s depository institution subsidiaries must be kept
“well capitalized” and “well managed.” In addition, each of CSC’s insured depository institution subsidiaries must be
rated “satisfactory” or better in meeting the requirements of the Community Reinvestment Act of 1977 in order for CSC
to engage in new financial activities or enter into certain acquisitions of companies engaged in financial activities.

The securities industry in the United States is subject to extensive regulation under both federal and state laws. Schwab
and CyberTrader are registered as broker-dealers with the Securities and Exchange Commission (SEC), the fifty states,
and the District of Columbia and Puerto Rico. Schwab and CSIM are registered as investment advisors with the SEC.
Additionally, Schwab is regulated by the Commodities Futures Trading Commission (CFTC) with respect to the futures
and commodities trading activities it conducts as an introducing broker.

Much of the regulation of broker-dealers has been delegated to self-regulatory organizations (SR0s), namely the naticnal
securities exchanges, the National Association of Securities Dealers (NASD), and the Municipai Securities Rulemaking
Board (MSRB). Schwab is a member of several national securities exchanges and is consequently subject to their rules
and regulations. The primary regulators of Schwab and CyberTrader are the NASD and, for municipal securities, the
'MSRB. The CFTC has designated the National Futures Association (NFA) as Schwab's primary regulator for futures and
commodities trading activities. The Company's business is also subject to oversight by regulatory bodies in other
countries in which the Company operates. '

The principal purpose of regulating broker-dealers and investment advisors is the protection of clients and the securities
markets. The regulations to which broker-dealers and investment advisors are subject cover all aspects of the securities
business, including, among other things, sales and trading practices, publication of research, margin lending, uses and
safekeeping of clients’ funds and securities, capital adequacy, recordkeeping and reporting, fee arrangements,
disclosure to clients, fiduciary duties owed to advisory ¢lients, and the conduct of directors, officers and employees.

As registered broker-dealers, certain subsidiaries of CSC, including Schwab are subject to SEC Rule 15¢3-1 {the Net
Capital Rule) and related SRO requirements. The CFTC and NFA also impose net capital requirements. The Net Capital
Rule specifies minimum capital requirements that are intended to ensure the general financial soundness and liquidity
of broker-dealers. Because CSC itself is not a registered broker-dealer, itis not subject to the Net Capital Rule. However,
if Schwab failed to maintain specified levels of net capital, such failure would constitute a default by CSC under certain
debt covenants. }

The Net Capital Rule limits broker-dealers’ ability to transfer capital to parent companies and other affiliates.
Compliance with the Net Capital Rule could limit Schwab's operations and its ability to repay subordinated debt to CSC,
which in turn could limit CSC's ability to repay debt, pay cash dividends, and purchase shares of its outstanding stock.

Sources of Net Revenues

For revenue information by source for the three years ended December 31, 2006, see “ltem 7 - Management's
Discussion and Analysis of Financial Condition and Results of Operations - Results of Operations - Net Revenues.”
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Available Information

The Company files annual, quarterly, and current reports, proxy statements, and other information with the SEC. You may
read and copy any document we file with the SEC at the SEC's public reference room at 100 F Street, NE, Room 1580,
Washington, DC 20549. Please call the SEC at 1-800-SEC-0330 for information on the public reference room. The SEC
maintains an Internet website that contains annual, guarterly, and current reports, proxy and information statements,
and other information that issuers (including the Company) file electronically with the SEC. The SEC's Internet website is
WWW.SeC.gov. :

On the Company’s Internet website, www.aboutschwab.com, the_Company posts the following recent filings as soon as
reascnably practicable after they are electronically filed with or furnished to the SEC: the Company’s annual reports on
Form 10-K, the Company’'s quarterly reports on Form 10-Q, the Company's current reports on Form 8-K, and any
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of
1934. All such filings are available free of charge either on the Company’s website or by request via email
{investor.relations@schwab.com), telephone (415-636-2787), or mail {Charles Schwab Investor Relations at

101 Montgomery Street, San Francisco, CA 24104).

item 1A. Risk Factors

[
~

The Company faces a variety of risks that may affect its operations or financial results, and many of those risks are
driven by factors that the Company cannot control or predict. The following discussion addresses those risks that
management believes are the most significant, although there may be other risks that could arise, or may prove to be
more significant than expected, that may affect the Company’s operations or financial results.

For a discussion of the Company‘é risk management, ‘including technology and operating risk and' legal and regulatory
risk, see “Item 7 — Management's Discussion and Analysis of Financial Condition and Results of Operations - Risk
Management.” '

There has been aggressive price competition in the Company's industry, \n_hich may continue in the future.

The Company continually monitors its pricing in relation to competitors and periodically adjusts commission rates,’
interest rates, and other fee structures to enhance its competitive position. Increased competition, including pricing
pressure, could harm the Company’s results of operations and financial condition.

_The industry in which the Company competes has undergone a period of consolidation and the Company now faces
stronger competitors.

- The Company faces intense competition for the clients that it serves and the products and services it offers. There has
been significant consolidation as financial institutions with-which the Company competes have been acquired by or
merged into or acquired other firms. This consolidation may continue. Competition is based on many factors, including
the range of products and services offered, pricing, customer service, brand recdgnition. reputation, and perceived
financial strength. Consolidations may enable other firms to offer a broader range of products and services than the
Company does, or offer such products at more competitive prices.
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The Company faces intense oompetrtlon in hmng and retaining qualified employees, especlally for employees who are
key to the Company's ability to build and enhance client relationships.

The market for quality professionals and other personnel in the Company’s business is highly-competitive. Competition is
particularly strong for financial consultants who buitd and sustain the Company’s client relationships. The Company's ‘
ability to continue to compete effectively will depend upon its ab|!|ty to attract new empfoyees and retaln exrstmg
employees while managmg compensatron costs, ' :

Extenslve regulatron of the Company’s busmecses limits the Company’s activities and may subject it to significant
penalties. .

As a participant in the securities and financial services industries, the Company is subject to extensive regulation under
both federal and state laws by governmental agencies, supervisory authorities, and SR0Os. Such regulation continues to
become more extensive and complex. The requirements imposed by the Company’s regulators are designed to ensure

the integrity of the financial markets and to protect clients. These regulations often serve to limit the Company’s
activities: by way of net capital, customer protection and market 'conduct requirements, and restrictions on the

businesses in which the Company may operate. Despite the Company's efforts to comply with applicable regulations,

there are a number of risks, particutarly in areas where applicable regulations may be unclear or where regulators revise
their previous guidance. Any enforcement actions or other proceedings brought by the Company’s regulators against the )
Company or its affiliates, officers or employees could result in fines, penalties, cease and desist orders, ‘enforcement :
actions, or suspenswn or expulsion, any of which could harm the Company [ reputatlon and adversely aﬁect the

Company s results of operations and financial condition.

In the ordinary course of busmws. the Company is subject to litigation and may not always be successful in
defendmg |tserf agamst such clalms -
The Company i subject to claims and !awsuits in the ordinary course of its business, which can result in settlements,

 awards, and injunctions. It is inherently difficult to predict the ultimate outcome of these matters, particularly in cases in

which claimants seek substantial or unspecified damages, and a substantial judgment settlement, fine, or penalty could

be material to the Company's operatmg results or cash flows for a partrcular future perlod dependlng on the Company’s

results for that perlod ' . : 3

From time to time, the Company is subject to Ilttgatron claims from- thlrd parties alleging mfnngement of their intellectual .
property rights (e.g., patents). Such litigation can’require the expenditure of significant Company resources. If the i
Company was found to have infringed a third-party patent, or other intellectual property rights, it could incur substantral

~ liability, and in some circumstances could be enjoined from using certain technology, or prowdrng certaln products or

services.

Legislation'or'ch'angee in ruies and regulations could negatively impact the Company’s business and financial results.

New legislation, rule changes, or changes in the interpretation or enforcement of existing federal, state and SRO rules

and regulations may directly affect the operat|on and profitability of the Company or its specific business lines. The

profitability of the Company could also be ‘affected by rules and regulations which impact the business and financial
communities generally, including changes to the laws’ governmg taxatron electronlc commerce cl|ent pnvacy and .
security of client data S IR .
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A significant decrease in the Company's liquidity could negatively affect the Company’s business as well as reduce
client confidence in the Company.

Maintaining adequate liquidity is crucial to the business operations of the Company, including margin lending, mortgage
lending, and transaction settlement, among other liguidity needs. A reduction in the Company’s liquidity position could
also reduce client confidence in the Company, which could result in the loss of client accounts. In addition, if the
Company’s broker-dealer or depository institution subsidiaries fail to meet regulatory capital guidelines, regulators could
limit the Company’s operations and its ability to repay debt, pay cash dividends, and repurchase shares of its stock. In
particutar, any such limitations could have an adverse effect on CSC, which depends primarily on cash generated by its
subsidiaries in order to fulfill its debt service obligations and otherwise meet its liguidity needs. The Company attempts
to manage liguidity risk by maintaining sufficient liquid financial resources to fund its balance sheet and meet its
obligations. The Company meets its liquidity needs primarily through cash generated by operations, as well as cash
provided by external financing. Fluctuations in client cash or deposit balances, as well as changes in market conditions,
may affect the Company’s ability to meet its Ilqwd|ty needs. ;

Specific risk factors which may adversely affect the Company's liquidity position include:

*  areduction in cash held in banking or brokerage client accounts which may affect the amount of the Company’s
liguid assets;

e asignificant downgrade in the Company’s credit ratlngs which could mcrease its borrowmg costs and Ilmit its access
to the capital markets; and

e adramatic increase in the Company’s client Iendlng activities (mcludmg margin, mortgage, and personal lending)
which may reduce the Company’s liquid resources and excess capital position.

Technology and operational failures could subject the Company to losses, litigation, and regulatory actions.

The Company faces technology and operating risk which is the potential for loss due to deficiencies in control processes
or technology systems of the Company or its vendors that constrain the Company's ability to gather, process, and
communicate information and process client transactions efficiently and securely, without interruptions. This risk also
includes the risk of human error, employee misconduct, external fraud, computer viruses, terrorist attacks, and natural
disaster. The Company s business and operations could be negatwely impacted by any sngmﬂcant technology and
operational failures. Moreover, instances of fraud or other misconduct, including improper use or disclosure of |
confidential client or employee information, might also negatively impact the Company's reputation and client.
confidence in the Company, in addition to any direct losses that might result from such instances. Despite the
Company’s efforts to identify areas of risk, ‘oversee operational areas involving risk, and implement policies and
procedures designed to manage risk, there can be no assurance that the Company will not suffer unexpected Iosses due
to technology or other operauonal failures, including those of its vendors

The Company also faces risk related to its security guarantee which covers client losses from unauthorized account
activity, such as those caused by external fraud involving the compromise of.clients’ login and password information.
Losses reimbursed under the guarantee could have a negative impact on the Company's results of operations.

The Company relies on outsdurced service droviders to perform key functions.

The Company relies on service providers to perform certain key technology, processing, and support functions. These
service providers also face technology and operating risk and any significant failures by them, including the improper use
or disclosure of the Company's confidential client or employee information, could cause the Company to incur losses and
could harm the Company's reputation. The Company'also faces the risk that a service provider could, without adequate
notice, cease to provide services, which could disrupt the Company's operations. Switching to an alternative service
provider may also require a transition period and result in less efficient operations.
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1

The Company may suffer significant losses from its credit expoéures.

-

The Company's Businesses are subject 1o the risk that a client or counterparty will fail to perform its contractual
obligations, or that the value of collateral held to secure obligations will prove to be inadequate. The Company's
exposure mainly results from margin lending activities, securities lending activities, its role as a counterparty in financial
contracts, investing activities, banking loan portfolios, and indirectly from the mvestlng activities of certain of the
Company's proprietary funds.

Significant interest rate changes could affect the Company’s profitability and financial condition,,

The Company is exposed to interest rate risk primarily from changes in the interest rates on its interest-earn\ing assets
(such as margin loans and customer mortgages) and its funding sources, such as customer deposits and Company
borrowings. Changes in interest rates could affect the interest earned on interest-earning assets differently than the
interest the Company pays on its interest-bearing liabilities. In general, the Company is positioned to benefit from a rising
interest rate environment, and could be adversely affected by a general decline in interest rates, although any potential
reduction in net interest income may be offset by growth in the Company's loan portfolio and inflows of client cash. In
addition, in the event prevailing short-term interest rates declined to the point where yields available on money market .
mutual funds approached the level of management fees on those funds, the Company could find itself in the position of
having to reduce its management fees so that it could continue to pay clients a competitive return on their assets. '

Potential strategic transactions could have a negative impact on the Company’s financial position.

The Company evaluates potential strategic transactions, including business combinations, acquisitions, and
dispositions. Any such transaction could have a material impact on the Company's financial position, results of
operations, or cash flows. The process of evaluating, negotiating, and effecting any such strategic transaction may divert
management's attention from other business concerns, and might cause the loss of key clients, employees, and

-

‘business partners. Moreover, integrating businesses and systems may resuit in unforeseen expenditures as well as

numerous risks and uncertainties, including the need to integrate operational, financial, and management information-
systems and management controls, integrate relationships with clients and business partners, and manage facilities
and employees in different geographic areas. In addition, an acquisition may cause the Company to assume liabilities or
become subject to litigation. Further, the Company may not realize the anticipated benefits from an acquisition,
including the acquisition of The 401{k) Company, and any future acquisition could be dilutive to the Company’s current
stockholders' percentage ownership or to earnings per share (EPS).

The Company's acquisitions and dispositions are typically subject to closing conditions, including regulatory approvals
and the absence of material adverse changes in the business, operations or financial condition of the entity being
acquired or sold. To the extent the Company enters into an agreement to buy or sell an entity, including theexisting
agreement to sell U.S. Trust, there can be no guarantee that the transaction will close when expected, or atall. If a
material transaction does not close, the Company's stock price could decline.

The Company’s stock price i\as fluctuated historically, and may continue to fluctuate. -~ .

The Company's stock price can be volatne Among the factors that may affect the Company's stock price are the
following:
¢ speculation in the investment community or the press about, or actual changes in, the Company's competitive
position, organizational structure, executive team, operations, financial condition, financial reporting and results,
effectiveness of cost reduction initiatives, or strategic transactions;
the announcement of new products, services, acquisitions, or dispositions by the Company orits competltors
increases or décreases in revenue or €arnings, changes in garnings estimates by the investment community, and
“variations between estimated financial results and actual financial results.,

Changes in the stock market generally or as it concerns the Company's industry, as well as geopolltlcal economic, and
business factors unrelated to the Company, may also affect the Company's stock price.
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Developments in the business, economic, and geopolitical environment could negatively impact the Company’s
business. :

The Company's business can be significantly affected by the general environment - economic, corporate, securities
market, regulatory, and geopolitical developments all play a role in client asset valuations, trading activity, interest rates
and overall investor engagement. These factors are outside of the control of the Company and could have a negative
impact on the Company’s results of operations and financiai condition.

item 1B. Unresolved Securities and Exchange Commission Staff Comments

None.

item 2. Properties

A summary of the Company’s significant locations at December 31, 2006 is presented in the following table. Locations
are leased or owned as noted below. The square footage amounts are presented net of space that has been subleased
to third parties.

Square Footage

{amounts in thousands} ' ' Leased ' Owned
Location _ )
Corporate office space: _

San Francisco, CA (! o . 1,427 -

Service centers: ,
Phoenix, AZ 23 ' ‘ : 154 709

Denver, CO @ ' ' 274 .
Richfield, OH @ _ 123 -
Indianapolis, IN @ o o - 113
Orlandg, FL (2 . ' 106 - -

@ Includes Schwab headquarters.

@ Includes a regional telephone service center. :

3 Includes two data centers and an administrative support center,

@ Includes the Corporate and Retirement Services division headquarters.

Substantially all of the Company's branch offices are located in leased premises. The corporate headquarters, data
centers, offices, and service centers generally support all of the Company’s segments.

Item 3. Legal Proceedings

The Company is subject to claims and lawsuits in the ordinary course of its business, including arbitrations, class
actions, and other litigation, some of which include claims for substantial or unspecified damages. The Company is also
the subject of inquiries, investigations, and proceedings by regulatory and other governmental agencies. In addition, the
Company is responding to certain litigation claims brought against former subsidiaries pursuant to indemnities it has
provided to purchasers of those entities. .

The Company believes it has strong defenses in all significant‘ matters éurrently pending and is vigordusly contesting
liability and the damages claimed. Nevertheless, some of these matters may result in adverse judgments or awards,

-10-




'ﬁ-lE CHARLES SCHWAB CORPORATION

including penalties, injunctions, or other relief, and the Company may also determine to settle a matter because of the
uncertainty and risks of litigation. Predicting the outcome of a matter is inherently difficult, particularly where claimants
seek substantial or unspecified damages, or when investigations or-legal proceedings are at an early stage. In many
cases, including most class action lawsuits, it is not possible to determine whether a loss will be incurred or to estimate
the range of that loss until the matter is close to resolution. However based on current information and consultation
with counsel, management believes that the resolution of matters currently pending, mcludrng those described below,
will not have a material adverse impact on the financial condition or cash fiows of the Company, but could be material to
the Company's operatmg resuits for a particular future period, dependlng on results for that period.

SoundView ngatlo As part of the sale of SoundView to UBS Securities LLC and UBS Americas Inc (collectlvely referred i
to as UBS), the Company agreed to indemnify UBS for certain litigation, including the claims described below.

SoundView and certain of its subsidiaries are among the numerous financial institutions named as defendants in
muitiple purported securities class actions filed in the United States District Court for the Southern District of New York
{the IPQ Allocation Litigation) between June and December 2001. The PO Aflocation Litigation was brought on behalf of
persons who either directly or in the aftermarket purchased IPO securities between March 1997 and December 2000. -
The plaintiffs allege that SoundView entities and.the other underwriters named as defendants required customers
receiving allocations of IPO shares to pay excessive and undisclosed commissions on unrelated trades and to purchase
shares in the aftermarket at prices higher than the IPQ price, in violation of the federal securities laws. SoundView
entities have been named in 31 of the actions, each involving a different company’s IPO, and had underwriting
commitments in approximately 90 other |POs that are the subject of lawsuits. SoundView entities have not been named
as defendants in these cases, although the lead underwriters in those IPOs have asserted that depending on the
outcome of the cases, SoundView entities may have indemnification or contribution obligations based on underwriting
commitments in the IPOs. The parties, with the assent of the District Court, selected 17 cases as focus cases for the
purpose of case-specific discovery, and in October 2004, the District Court allowed 6 of the focus cases to proceed as
class actions. Defendants appealed that decision to the United States Court of Appeals for the Second Circuit, which
issued an order on December 5, 2006 reversing the District Court and rejecting the consideration of these cases as
class actions. Plaintiffs are now appealing that decision. The Company will continue to vigorously contest these claims
on behalf of SoundView pursuant to the mdemnlty with UBS

ltem 4.  Submission of Matters to a Vote of Security Holders-

During the fourth.quarter'of 2006, no matters were submitted to a vote of CSC's security holders,

.ot . . . r
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PARTII S o

Iltem 5. Market for Registrant’s Common Equity, Related Stockhoider Matters and Issuer
Purchases of Equity Securltles

[

CSC's common stock is listed on The Nasdaq Stock Market under the ticker symbol SCHW. The number of common
stockholders of record as of January 31 2007 was 10,344. The closing market price per share on that date was
$18.92. . : : . -

The other information required to be furnished purs[lant to this item is included in “ltem 8 - Financial Statements and
Supplementary Data - Notes to Consolidated Financial Statements.- 13. Employee Incentive, Deferred Compensation,
and Retirement Plans and 24. Quarterly Financial Information (Unaudited}.” ‘ |

The foilowing graph showé a five-year comparison of cumulative total returns for C5C's common stock, the Dow Jones
U.S. Investment Services Index, and the Standard & Poor’s 500 index, each of wh|ch assumes an |n|t|a| investment of
$100 and reinvestment of dlwdends

h

5200

$150

i T he Charles Schwab
Corporation

$100

— —&— — Dow Jones U.5."
- Investment Serv1ces Index
$50 B . : I RET o -.Standard& Poor's 500 Index
50 . — :
12/31/01 12/31/02 12/31/03 12/31/04 12/31/05 . . 12/31/06
December 31, 2001 2002 - 2003 i 2004 2005 2006
The Charies Schwab Corporation $ 100 $ 70 $ 77 $ 79 $ 97 $ 129
Dow Jones U.S. Investment Services Index $ 100 $ 74 $ 104 $113 ' $138. $ 186

Standard & Poor's 500 Index -$ 100 $ 78  $ 100 $ 111 $ 117 $ 135
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(c) Issuer Purchases of Equity Securities - ~

4

The following table summarizes purchases made by or on behaif of CSC of its commaon stock for each calendar month in
the fourth quarter of 2006

. Total Number Approximate
3 : of Shares Purchased Dollar Value of
Total Number . as Part of Publicly Shares that May
Of Shares : Average * Announced Yet be Purchased
) : Purchased Price Paid " Program (1) under the Program
Month - {in thousands} per Share (in thousands) {in millions}
October: ’ :
Share Repurchase Programfi) ' - _ - . - : “$ 200
November: o ‘ ' o _
Share Repurchase Program@ 2,261 $ 18.47 - 2,261 L $' 158
December: ‘ : , -
Share Repurchase Programm 3,788 $18.71 3,788 ) $ 87
Employee Transactlons(2) _ : 285 . $ 1931 N/A ) N/A
Total: . . . ’ . -
Share Repurchase Program @ 6,049 . $ 1862 6,049 $ 87

_Emolovee TransacUons(?) 285 $ 19,31 N/A N/A

N/A Not applicable.

(M All shares were repurchased under an autherization by CSC’s Board of Directors covering up to $500 million of
common stock publicly announced by the Cornpany on July 25, 2006 The remaining authonzatmn does not have an -
expiration date.

2 Includes restricted shares withheld (under the terms of grants under employee stock incentive plans) to offset tax
withholding obligations that occur upon vesting and release of restricted shares. The Company may receive shares
to pay the exercise price and/or to satisfy tax withholding obligations by employees who exercise stock options

" (granted under employee stock incentive plans), which are commonly referred to as stock swap éxercises.

’

213- o
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. r
Item 6. Selected Financial Data
* 1
Selected Financial and Operating Data R
!n Millions, Except Per Share Amounts, Ratios, Number of Domestic Branch Offices, and as Noted)
Growth Rates
Compounded Annual -
¢ 4-Year 1¥ear . :
20022008  2005-2006 2006 2005 2004 2003 2002
Results of Operations '
Net revenues - T% 19% $ 4,309 $ 3819 3 3416 $ 3,267 $ 3293
Expénses excluding interest {2%) - 9% $ 2,833 $ 2,592 $ 2,869 $ 2,640 3 3,092
Income from continuing operations before extraordinary gain £6% 41% s 891 $ 634 $ 350 % 402 H) 117
Net income 83% 89% $ 1227 H 725 $ 286 5 472 $ 109
Income from continuing operations per share — basic &57% 43% s 70 $ A9 3 26 5 .30 $ 09
Income from continuing operations per share — diluted 66% 44% ] .69 5 .48 $ .26 s .29 $ 09
Basic earnings per share B7% 73% % a7 $ 56 $ 21 % .35 $ 08
\ Diluted eamings per share ! 86% 73% $ 85 8 55 % 21 08 35 8 .08
Dividends declared per common share 32%, . 52% $ 135 $ . 089 3 074 $ 050 3 044
Weighted-average commaon shares outstanding — diluted {2%} {2%) 1,286 1,308 1,365 1,364 1,375
Asset-based and other revenues as a percentage of net revenues @ 82% T9% 70% 64% 63%
Trading revenues as a percentage of net revenues o 18% 21% 30% 36% 37%
Effective income 1ax rate on income from continuing operations 39.6% 38.3% 36.0% 35.9% 40,0%
Capital expenditures — cash purchases of equipment, office facilities, . -
property, and internal-use software development casts, net {19%) (24%) $ 58 3 78 s 177 $ 132 $ 137
Capital expenditures, net, as a percentage of net revenues ) 1% T 2% 5% 4% 4%
Performance Measures R
Net revenue growth (decline) 19% 8% 5% 1%) {4%)
Pre-tax profit margin from continuing operations 34.3% 28.4% 16.0% 19.2% 5.9%
Return on stockholders' equity 26% 16% 5% 1% 3%
Financial Condition (at year end}
Total assets 5% 3% $ 48992 $ 47,351 $ 47,133 $ 45866 $ 39,705
Long-term debt (10%} (16%) $ 383 $ 462 $ 533 $ 721 3 592
Stockholders' equity 6% 13% $ 5008 $ 4450 $ 4,386 $ 4461 $ 4011
Assets to stockholders' equity ratio 10 11 11 10 10
Long-term debt to total financial capital
(long-term debt plus stockhotders' equity} T% 9% 11% 14% 13%
Employee Information = '
Full-time equivalent employees (at year end, in thousands) 3%) 7% 12.4 116 11.8 v 134 141
Net revenues per average fultime eguivalent employee {in thousands) 15% 13% $ 362 $ 319 $ 2680 $ 242 % 207
Note: All Informatian contained |n this Annual Repert en Form 10K is presented on a continuing basis unless gtherwise noted,
1) Both basic and diluted eamings per share include discontinued operations and an extraardinary gain in 2002,
2y Assetdased and other revenuas include asset management and administration fees, net interest revenue. and other . Trading include and principal revenues.

i3 Capital expenditures in 2006 are presented net of proceeds of $63 million primarily from the sale of a data center and in 2005 are presented net of proceeds of $20 million from the sale of equipment.
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Management's Discussion and Analysis of Financial Condition and Results of Operaticns
(Tabular Amounts in Millions, Except Ratios, and as Noted)

ttem 7. Manegement's Discussion and Analysis of Financial Condition and Results of
Operations

OVERVIEW

Management of the Company focuses on several key financial and non-financial metrics in evaluating the Company's
financial position and operating performance. All information contained in this Annual Report on Form 10-K is presented
on a continuing operations basis unless otherwise noted. Results for the years ended December 31, 2006, 2005, and
2004 are shown in the following table:

Growth Rate
1-year

2005-2006 2006 2005 2004
Client Activity Metrics: ) o
Net new client assets (in billions) 4% $ 722 % 69.5 $. 488
Client assets (in billions, at year end) . 18% $ 12392 $ 1,0535. '$9420
Daily average revenue trades (in thousands) 18% 234.4 1879 1564
Company Financial Metrics: d :
Net revenue growth from prior year ) 19% . 6% " 5%
Pre-tax profit margin from continuing operations 34.3% 28.4% 16.0%
Return on stockholders' equity 26% 16% . 6%
Net revenue per average full-time equivalent employee °

{in thousands) , _ _43% $ 362 % ‘319 $ 260
. . : L

* Net new client assets is defined as the total inflows of client cash and securities to the firm less client outflows,
Management believes that this metric depicts how well the Company's products and services appeal to new and -
existing clients. :

‘e Client assets is the market value of all client assets housed at the Company. Management considers client assets to
be indicative of the Company's appeal in the marketplace Additionally, growth in certain components of client

- assets (e.g., Mutual Fund OneSource funds) directiy impacts asset management and administration fee revenues.

s Daily average revenue trades (DART) is an important indicator of client engagement with securities markets and the
most prominent driver of trading revenues.

»  Management believes that net revenue growth, pre-tax profit margin from continuing operatlons and return on
stockholders' equlity provide broad indicators of the Company's overall financial health, operating efficiency, and
ability to generate acceptable returns. -

e Net revenue per average fulltime equivalent employee is considered by management to be the Company’'s broadest
measure of productlwty

. The Company’s net revenues are classified into asset-based and other (i.e., asset management and administration fees,
net interest revenue, and other revenue) and trading categories. The Company generates asset-based and other
revenues primarily through asset management and administration fees earned through its proprietary and third-party
mutual fund offerings, as well as fee-based investment management and advisory services, and interest revenue earned
on margin loans, loans 1o banking clients, and investments. Asset-based and other revenues are impacted by securities
valuations, interest rates, the Company's ability to attract new clients, and client activity levels. The Company generates
trading revenues through commissions earned for executing trades for clients and principal transaction revenues from
trading activity in fixed income securities. Trading revenues are impacted by trading volumes, the volatlllty of equity
prices in the secur|t|es markets and commission rates. )
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During 20086, interest rates stabilized and the S&P 500 Index and Nasdag Composite Index marked their fourth
consecutive year of gains. Overall market returns for the year showed double-digit gains for the three major indices - the
Dow Jones Industrial Average increased 16%, the Standard and Poor's 500 Index increased 14%, and the Nasdaq
Composite Index increased 10%. Coupted with the strong market returns in 20086, the Company experienced a general
improvement in client asset flows and trading volume as the year progressed.

The Company strengthened its operating and financial performance in 2008 by focusing on significantly improving the
client experience in each of its two segments. Additicnally, reftecting a commitment to deliver a value proposition that
includes high quality products and services at competitive prices, the Company reduced its commission pricihg for.a
wide range of clients and eliminated certain fees in 2006.-Assets in client accounts were $1.239 trillion at

December 31, 2006, up 18% from 2005. Net new client assets in the Schwab Investor Services and Schwab
Institutional segments totaled $87.3 billion for the year, up 33% from a year ago.

Overall, the Company’s success in attracting client assets and building stronger client relaticnships, as well as the
interest rate environment and improved market performance, led to a 24% increase in asset-based and other revenues
and total net revenue growth of 19%. Expenses increased by 9% over 2005 levels, primarily due to higher compensation
and benefits expense, profeésional services expense, and advertising and market development expense. The Company
achieved an increase in its pre-tax profit margin from continuing operations due to revenue growth outpacing expense
growth in 2006. Return on stockholders’ equity grew in 2006 due'to both a 69% increase in net income to $1.2 billion
(the highest level in the Company’s history) and its capital management activities, including the repurchase of

$859 million of common stock.

Disoontimied Operations

On Novemnber 19, 20086, CSC entered into a definitive agreement with Bank of America pursuant to which Bank of
America will acquire all of the outstanding common stock-of U.S. Trust for $3.3 billion in cash. The transaction is
expected to close early in the third quarter of 2007. However, the closing is subject to (i) approval.of new investment
advisor agreements for each of the Excelsior® mutual funds by the applicable public fund board and the stockholders of
each fund, (ii} regulatory approvals, and (iii} other customary closing conditions. The Company estimates it will record a -
pre-tax gain on'the sale of approximately $1.9 biltion. After-tax proceeds will be used for general corporate purposes,
including share repurchases and continued investment in Schwab Investor Services, Schwab iInstitutional, and Schwab
Bank. U.S. Trust ‘comprised all of the previously-reported U.S. Trust segment. '

In 2006, the Company recorded an income tax benefit of $205 million refated to the estimated difference between the
tax and book bases of the Company’s U.S. Trust stock. This amount is included in income from discontinued operations,
net of tax on the Company’s consolidated statements of income. When calculating the Company's gain on the sale of
1.S. Trust for income tax purposes, the tax basis will be the basis of U.S. Trust's prior stockholders in their shares as of
the date U.S. Trust was acquired by the Company, since the transaction qualified as a tax-free exchange. This tax benefit
is management’s current estimate and is based on publicly available information, including information on the
composition of U.S. Trust's stockholders at the acquisition date and the market price of U.S. Trust stock during relevant
periods. The final amount of the basis difference, which could differ from management's estimate, will be determined
following a survey of former U.S. Trust stockholders that the Company expects to complete in'mid-2007.

The results of operations, net of income taxes, and cash flows of U.S. Trust have been presented as discontinued
operations on the Company's consolidated statements of income and of cash flows, respectively, and the assets and
liabilities of U.S. Trust have been combined and presented as assets and liabilities of discontinued operations on the
Company's consolidated balance sheets. The Company's consolidated prior period revenues, expenses taxes on
income, assets, liabilities, and cash flows also reflect this presentation.
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On Cctober 29, 2004, the Company sold its capital markets business to UBS and thereby eliminated the revenues and
expenses unique to the ‘capital markets business.The results of operations, net of income taxes, and cash flows of the
capital markets business have been presented as discontinued operations on the Company's consolidated statements
of income and of cash flows for all periods.

2006 . 2005 2004

Income (loss) from discontinued operations, net of tax: S "
Pending sale of U.S. Trust ‘ © $333 $ 96 $ 64
Sale-of capital markets busmess . - 3 (5) - (128)
Total ' _ 0 ‘T _$336 ¢ % 91§ (64)

- Subsequent Events , .
On January 24 2007, Christopher V. Dodds, Executive Vice President and Chief Financial Officer of CSC, announced his
decision to retire as the Chief Financial Officer of CSC on May 18 2007 The Board of Directors named Joseph R.
Martinetto, Senior Vice President and Treasurer of CSC and Schwab, to replace Mr. Dodds as Chief Financial Officer of .
CSC effective upon Mr. Dodds retirement on May 18, 2007. :

On February 20, 2007, the Board of Directors appointed Walter W. Bettlnger Il as President and Chlef Operatmg Offlcer '
of CSC. Mr. Bettinger had been servmg as Executive Vice Presndent and Pres;dent Schwab Investor Servnces

r o, .z
4 [

RESULTS OF OPERATIONS S S

Growth Rate -
' dyear - o C T

2005-2006 2006 2005 2004 -
Asset-based and other revenues : o 24% $3524 $2841 '$2393 \
Trading revenue _ ' . 1% 785 778 1,023
Total net revenues ' . To- 19% T 4,309 3,619 3416 &
Expenses excluding interest g ' : 9% - 2,833 2592 2,869 :
Income from continuing operations before taxes on income 44% . 1,476 - 1,027 " 'B47
Taxes on income : . = 49% (585) (393) (197)
Income from continuing operations 41% "891 634 350
Income (loss) from discontinued operations, net of tax n/m 336 91 (64)
Net income 69% $4227 $ 725 % 286
Earnings per share - diluted 73% $ 95 $ 5B5 $ 21
Pre-tax profit margin from continuing operations -, 34.3% 28.4% 16.0%

Effective income tax rate on income from continuing operations 39.6% 38.3% 36.0% .

n/m Not meaningful.

The increase in asset-based and other revenues from 2005 was primarily due to an increase in asset management and
administration fees resulting from higher levels of client assets and an increase in net interest revenue resulting from
" yields on assets increasing faster than those on liabilities. The increase in trading revenues from 2005 was primarily due
to higher client trading activity, partially offset by lower average revenue earned per revenue trade resulting from '
reductions in the Company’s commission pricing, which were effective in the third quarter of 2006.
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The increase in expenses excluding interest from 2005 was primarily due to higher compensation and benefits expense,
professional services expense, and advertising and market development expense. The increases in the effective income
tax rates from 2004 to 2006 were primarily due to higher state taxes.

The increase in income from continuing operations before taxes on income from 2005 was primarily dué to higher asset-
based and other revenues. The higher income from continuing operations, combined with the i mcome from dlscontmued
operations, resulted in a 69% increase in net income.

Certain reclassifications have been made to prior year amounts to conform to the current presentation. All Lfeferences to
EPS information in this Management’s Discussion and Analysis of Financial Condition and Results of Operations reflect
diluted earnings per share unless otherwise noted.,

Segment Information

The Company evaiuates the performance of its segments on a pre-tax basis excluding items such as restructufirig
charges, impairment charges, discontinued operations, and extraordinary items.

As detailed in “ltem 8 - Financial Statements and Supplementary Data - Notes to Consolidated Financia! Statements -
21. Segment Information,” income from continuing operations before taxes on income was $1.5 billion for 2006, up
$449 million, or 44%, from 2005 primarily due to increases of.$278 million, or 37%, in the Schwab Investor Services
segment; $87 million, or 27%, in the Schwab Institutional segment; and an $84 million increase in unallocated and
other income from continuing operations. The increases in the Schwab Investor Services and Schwab Institutional
segments were primarily due to growth in net interest revenue and higher asset management and administrative fees
combined with expense growth that was lower than revenue growth. The increase in unallocated and other income from
continuing operations was primarily due to the receipt of $25 million related to the confidential resolution of a legal
matter in 2006 and restructuring charges recorded in 2005.

Net Revenues

The Company categorizes its revenues as either asset-based and other revenues or trading revenue. As shown in the
following table, asset-based and other revenues, trading revenue, and total net revenues increased from 2005.

-18- .
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Sources of Net Revenues .

Year Ended December 31,

2006 - .

2005

2004

% of % of % of
Growth Rate Total Net ~ Total Net Total Net
) . 2005-2006 Amount _ Revenues Amount__ Revenues Amount __ Revenues
Asset-based and other revenues )
Assel managemeﬁt and administration fees
Mutual fund service fees: )
Proprietary funds {(Schwab Funds®
and Laudus Funds™) 15% $ 930 22% $ 80T 2% $ 794, 23%
‘Mutual Fund OneSource® 17% -~ 523 12% 447 12% 380 11%
Other a . 13% 63 . 2% ) 2% 54 2%
Investrnent management and trust fees . 34% 296 7% .221 6% 149 4%
Other {(7%) 133 % 143 4% 172 5%
Asset management and administration fees 16% - 1,945 T 46% 1,674 46% 1,549 45%
Net interest revenue »
Interest revenue: Y .
Margin loans to clients 28% 837 19% '654. 18% 454 13%
Investments, client-related 17% " 609 14% 522 14% 293 9%
Securities available for sdle 149% 319 8% 128 4% . 62 2%
Loans to banking clients 64% 128 - 3% 78 2% 25 1%
Other ' 56% - 220 . 5% 141 4% 43 1%
"Interest revenue 39% 2,113 49% 1,523 42% 877 26%
Interest expense: . : .
Brokerage client cash balances 13% 426 10% 378 © 10% 113 3%
Deposits from banking clients "170% 200 5% 74 2% 21 1%
Long-term debt (3%) 29 1% 30 1% 28 1%
Other 26% 24 - 19 7 1% 10 -
Interest expense ‘ v 36% 679 16% 501 - 14% a7z 5%,
Net interest revenue 40% 1,434 33% 1,022 28% , 705 21%
Other - 145 C 3% 145 ' 5% 139 4%
Total asset-based and other revenues 24% 3,524 - 82% 2,841 79% 2,393 70% -
Trading revenue " ) )
Commissions T 1% . 703 16% 693 . 19% 934. L 27%,
Principal transactions (4%) 82 2% 85 2% 89 3%
Total trading revenue 1% 785 18% 778 21% 1,023 30%
Total net revenues 19% $ 4,309 100% $ 3,619 100% $ 3,416 100%
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Schwab Investor Services and Schwab Institutional segments generate both asset-based and other revenues and
trading revenues. Net revenues by segment are as shown in the following table:

Growth Rate .

2005-2006 2006 2005 2004
Schwab Investor Services . - 18% $ 3,239 $ 2,742 $ 2,615
Schwab Institutional . ' ” 20% 966 803 725
Unallocated and cther . 41% 104 74 76 .
_Total net revenues ' _ 19% $4309 $3619 $ 3416

The increase in net revenues in both the Schwab Investor Services and Schwab Institutional segments was primarily due
to higher levels of client assets and higher interest rate spreads. The increase in unallocated and other income from
continuing operations was primarily due to the receipt of $25 million related to the confidential resolution of a Iegal
matter in 2006.

Asset Management and Administration Fees

Asset management and adminfstration fees include mutual fund service fees, as well as fees for other asset-based
financial services provided to individual and institutional clients. The Company earns mutual fund service fees for
transfer agent services, shareholder services, administration, and investment management prowded toits propnetary
funds, and recordkeeping and shareholder services provided to third-party funds. These fees are based upon the daily
balances of client assets invested in third-party funds and upon the average daily net assets of the Company’s
proprietary funds. The Company also earns asset management and administration fees for financial services provided to
individual and institutionat clients, including trust and custody services.

The increase in asset management and related service fees from 2004 to 2006 was primarily due to higher levels of
client assets in the Company's proprietary mutual funds and higher volumes of asset-based fees from certain client
relationships, including increases in.average assets in Schwab's Mutual Fund OneSource service,

Net mterest Revenue

Net interest revenue is the difference between interest earned on certain assets (mainly margin loans to clients,
investments of segregated client cash balances, loans to banking clients, and securities available for sale) and interest
paid on supporting liabilities (mainly deposits from banking clients and brokerage client cash balances). Net interest
revenue is affected by changes in the volume and mix of these assets and liabilities, as well as by fluctuations in interest
rates and portfolio management strategies. The Company is positioned so that the consolidated balance sheet produces
an increase in net interest revenue when interest rates rise and, conversely, a decrease in net interest revenue when
interest rates fall (i.e., interest-earning assets reprice more quickly than interest-bearing liabilities). In the event of faling
interest rates, the Company mlght attempt to mitigate some of this negative impact by extending maturities of assets in
investrent portfollos to lock-in asset yields as well as by lowering rates paid to clients on interest-bearing I|ab|||t|es

In clearing its clients’ trades, Schwab holds cash balances payable to clients. In most cases, Schwab pays its clients

" interest on cash balances awaiting investment, and may invest these funds and earn interest revenue. Margin loans
arise when Schwab lends funds to clients on a secured basis to purchase securities. Pursuant to SEC regulations, client
cash balances that are not used for margin lending are generally segregated into investment accounts that are
maintained for the exclusive benefit of clients. -

When investing segregated client cash balances, Schwab must adhere to SEC regulations that restrict investments to

U.S. government securities, participation certificates, mortgage-backed securities guaranteed by the Government,
National Mortgage Association, certificates of deposit issued by U.S. banks and thrifts, and resale agreements

=90 -
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collateralized by qualified securities. Schwab’s policies for credit quality and maximum maturity requirements are more

restrictive than these SEC regulations. Schwab Bank also maintains investment portfolios for liquidity as well as to invest

funding from deposits raised.in excess of loans to clients. Schwab Bank invests in securities available for sale, including
-commercial paper, collateralized mortgage obligations, corporate debt, and U.S. government securities. Schwab Bank

lends funds to banking clients primarily in the form of mortgage loans. These loans are largely funded by interest-bearing
- deposits from banking clients. .

The Company's interest-e'arning assets are financed primarily by interest-bearing brokerage client cash balances and
deposits from banking clients. Other funding sources include noninterest-hearing brokerage client cash balances,
proceeds from stock-lending activities, and long-term debt, as well as stockholders' equity. Client-related daily average
balances, interest rates, and average net infceresi spread are summarized as follows: .

t

+

* , _ 2006 2005 2004

Interest-Earning Assets {client-related and other):

Investments (clie‘nt=related): o ‘ ) ' .
Average balance outstanding - 4 , $12,758 $ 17,007 $ 20,159
Average interest rate 4.77% 3.07% - 1.45% .

‘Margin loans to clients: ’

- Average balance outstanding ' ‘ >~ $10,252 $ 9,780 $ 9,074,
Average interest rate” - , ‘ 8.17% 6.69%. . 4.99%

Securities available for sale: . } St Ce ConL

- Average balance outstanding (9 : ‘ - $ 6090 - $ 3,363 $ 2,487
Average interest rate ' 5.23% © 3.81% 2.48%

Loans to banking clients: " \

Average balance outstanding ~ $ 2162 $ 1613 $ 733
- Average interest rate - ) oot . 5.94% T 4.84% 3.45%

Average yield on interest-earning assets 6.06% 4.35% . 2.60%

Funding Sources (client-related and other); - ’ .

Interest-bearing brokerage client cash balances: . : S o .
Average balance outstanding , ET A $ 17,865 $ 22,037 $ 23,788
Average interest rate . ' . - 2.38% 1.72% A7%

Interest-bearing banking deposits: : L S -

Average balance outstanding (b ‘ $ 9,137 $ 5,507 $ 3,748
Average interest rate - 2.19% 1.32% .55%

Other interest-bearing sources: . .

Average balance outstanding o : , : $ 1,816 $ 1,585 $ 2,518
Average interest rate - . G 2.42% 232% . 1.07%
“Average noninterest-bearing portion % 2444 % 2544 - $§ 2399

Average interest rate on funding sources . ' ‘ 2.14% 1.54% A49%

Summary: ' ' '

Average yield on interest-earning assets - 6.06% 4.35% 2.60%

Average interest rate on funding sources ' 2.14% 1.54% A49%

Average net interest spread - i : 3.92% 2.81% 2.11%

1 Includes assets and liabilities retained from discontinued operations as discussed below. *

~

The increases'in net interest revenue in the last two years were primarily due to changes in the composition of interest-
earning ass_ets', in¢luding increases in securities available for sale, loans to banking clients, and margin loan balances,
as well as generally higher yields on earning assets, partially offset by higher interest rates on banking deposits.

]
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Since the Company establishes the rates paid on brokerage client cash balances and certain banking deposits and the
rates charged on margin loans, it manages a substantial portion of its net interest spread. However, the spread is
influenced by external factors such as the interest rate environment and competition. The Company’s average net
interest spread increased from 2004 to 2006 as the average yield on interest-earning assets, primarily client-related
investments, increased more than the average interest rate on funding sources. ;

Certain interest-bearing assets and liabilities of U.S. Trust to be retained by the Company: The excess cash held in
certain Schwab brokerage client accounts is swept into a money market deposit account at U.S. Trust. In 2007, Schwab
will terminate this arrangement prior to the closing of the sale of U.S. Trust and move these balances to a similar existing
arrangement with Schwab Bank. At December 31, 2006 and 2005, these balances totaled $749 million and -

$711 miltion, respectively, and are included in deposits from banking clients with a corresponding amount in assets
retained from discontinued operations on the Company's consolidated balance sheets. The interest expense related to
these client deposit balances is included in interest expense from conj:inuing cperations on the Company's consolidated
statements of income of $1.1 million, $6 million, and $2 million for 2006, 2005, and 2004, respectively. The
corresponding interest revenue on the invested cash balances related to these deposits is included in interest revenue
from continuing operations on the Company's consolidated statements of income of $38 million, $22 million, and

$6 million for 2006, 2005, and 2004, respectively. The mterest revenue amount is calculated usmg the Company s
funds transfer pricing methodology.

Other Revenue

Other revenue generally includes net gains and losses on certain investments, service fees and software malntenance
. fees. .

Trading Revenue '

Trading revenue includes commission and principal transaction revenues. Commission revenues are affected by the
number of revenue trades executed and the average revenue earned per revenue trade. Principal transaction revenues
are primarily comprised of revenues from client fixed income securities tréding activity. Factors that influence principai
transaction revenues include the volume of client trades, market price volatility, and changes in regulations and industry
practices. The increase in trading revenue from 2005 to 2006 was primarily due to higher daily average revenue trades,
partially offset by lower average revenue earned per revenue trade as a result of reductions in commission pricing in
2006 and 2005. The decrease.in trading revenue from 2004 to 2005 was primarily due to lower average revenue
earned per revenue trade as a result of reductions in commission pricing for a wide range of clients in 2005 and 2004,
partially offset by higher daily average revenue trades. :

As shown in the foll'owihg table, daily average revenue trades executed by the Company increased 18% in 2006. Average
revente earned per revenue trade decreased 14% from 2005 to 2006, and 41% from 2004 to 2005, primarily due to
the pricing changes discussed above.

Growth Rate
: 2005-2006 2006 2005 2004
Daily average revenue trades (in thousands) (¥ 18% 234.4 197.9 156.4 -
Number of trading days - o {1%) 250.0 2515 2515
Average revenue earned per revenue trade . {14%) $ 1339 $ 4561 $ 26.34

0 Includes all client trades that generate trading revenue (i.e., commission revenue or revenue from fixed income
securities trading). : ' '
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Expenses Excluding Interest
As shown in the table below, total expenseé excluding interest increased in 2006 primarily due to higher compensation
and benefits expense, professional services expense, and advertising and market development expense.

Growth Rate
2005-2006 2006 2005 2004

Compensation and benefits _ 12% $ 1,619 $ 1449 $ 1,456

Professional services 28% 285 222 210

Occupancy and equipment - . {1%) 260 262 319

Advertising and market development 15% 189 165 174

Communications 3% 180 . 174 202

Depreciation and amortization (12%) 157 179 197

Restructuring charges (1009%) - 16 186

Other _ . 14% 143 125 125
Total expenses excluding interest 9% $ 2.833 $ 2,592 $ 2,869

Expenses as a percentage of total net revenues:

- Total expenses, excluding interest 66% 72% 84%
Compensation and benefits : - 38% 40% 43%
Advertising and market development . A% 5% 5%

Compensation and Benefits

Compensation and benefits expense includes salaries and wages, incentive compensation, and related employee
benefits and taxes. Incentive compensation is tied to the achievement of specified objectives, including revenue growth,
profit margin, and EPS. Therefore, a significant portion of compensation and benefits expense will fluctuate with these
measures. ' N :

The increase in compensation and benefits expense from 2005 to 2006 was primarily due to higher levels of incentive’
compensation. The decrease in compensation and benefits expense from 2004 to 2005 was primarily due to a
reduction in full-time employees through the Company's past restructuring initiatives, partially offset by higher levels of
incentives to empioyees as a result of the Company’s improved financial performance. The following table shows a
comparison of certain compensation and benefits components and’ employee data:

Growth Rate ‘
: : 2005-2006 2006 2005 2004
Salaries and wages ’ 4% $ 872 ¢ 842 $ 958
Incentive compensation () . 30% 504 389 258
Employee benefits and gther i - 11% 243 218 240
—.Total com ' its ex 2% ¢ $1. $ 1,456
Full-time equivalent employees ({in thousands) {2
At year end 7% ' 124 116 11.8
Average - : .. 5% 11.9 11.3 . 132

{1+ Includes incentives, discreticnary bonus costs, long-term incentive plan compensation, and stock-based
compensation. i

2 Includes full-time, part-time and temporary employees, and persons employed on a contract basis, but excludes .
professional services related to outsourced service providers, Amounts have been adjusted to exclude U.S. Trust in
light of its pending sale. . '
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The increases in incentive compensation expense from 2004 to 2006 were primarily due to higher levels of discretionary
bonuses to employees and long-term incentive plan compensation in 2005 and increases in incentives and Iong -term

incentive plan compensation in 2006.

Expenses Excluding Compensation and Benefits

The increase in professional services expense from 2005 to 2006 was primarily due to higher levels of fees paid to
outsourced service providers and consultants. The decrease in occupancy and equipment expense from 2004 to 2005
was primarily due to the Company’s past restructuring initiatives and other expense reduction measures. The increase in
advertising and market development expense from 2005 to 2006 was primarily due to the Company's media spending
related to its “Talk to Chuck™" national advertising campaign during 20086. The decrease in communications from 2004
to 2005 was primarily due to decreases in telecommunication services, news and quotes services, and market data
fees.

Restructuring

During 2001 to 2004, the Company carried out a series of restructuring initiatives which were designed to strengthen its
productivity and efficiency and increase profitability. These initiatives included workforce reductions, reductions in -
operating facilities, the removal of certain systems hardware, software, and equipment from service, and the withdrawal
from certain international operations. The Company completed its 2004 cost reduction effort in the first half of 2005.

LIQUIDITY AND CAPITAL RESOURCES

CSC conducts substantially all of its business through its wholly-owned subsidiaries. The capital structure among CSC
and its subsidiaries is designed to provide each entlty with capital and liquidity to meet its operational needs and
regulatory requirements. ' ,

CS5C is a financial holding company, which is a type of bank holding company subject to supervision and regutation by
the Board of Governors of the Federal Reserve System (Federal Reserve Board) under the Bank Holding Company Act of
1956, as amended. In July 2006, USTC (currently reflected as a discontinued operation for financial statement
purposes) became a financial holding company. CSC and its depository institution subsidiaries, which include Schwab
Bank and U.S. Trust, are subject to the Federal Reserve Board's risk-based and leverage capital guidelines. These
regulations require banks and bank holding companies to maintain minimum fevels of capital. In addition, CSC's
depository institution subsidiaries are subject to limitations on the amount of dividends they can pay to CSC. Based on
their respective regulatory capital ratios at Décember 31, 2006 and 2005, the Company's deposutory institution

* subsidiaries are consw.!ered well capitalized.

Liquidity ) -
csc

CSC's liquidity needs are generally met through cash generated by its subsidiaries, as well as cash provided by external
financing. Schwab and Schwab Bank are subject to regulatory requirements that may restrict them from certain -
transactions with CSC. Management believes that funds generated by the operations of CSC's subsidiaries will continue
to be the primary funding source in meeting CSC's liquidity needs, providing adequate liquidity to meet Schwab Bank's
capital guidelines, and maintaining Schwab's net capital.

CSC has liquidity needs that arise from its Senior Medium-Term Notes, Series A (Medium-Term MNotes), as well as from
the funding of cash dividends, acquisitions, and other investments. The Medium-Term Notes, of which $262 million was

-
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issued and outstanding at December 31, 2006, have maturities ranging from 2007 to 2010 and fixed interest rates
ranging from 6.52% to 8.06% with interest payable semiannually. The Medium-Term Notes are rated A2 by Moody's
Investors Service {(Moody’s), A- by Standard & Poor’s Ratings Group (S&P), and A by Fitch IBCA, Inc. (Fitch). v

CSC has a prospectus supplement on file with the SEC enabling CSC to issue up to $750 million in Senior or Senior
Subordinated Medium-Term Notes, Series A. At December 31, 2006, all of these notes remained unissued.

CSC has a Registration Statement under the Securities Act of 1933 on Form S-3 on file with the SEC relating toa ‘.,
universal shelf registration for the issuance of.up to $1.0 billion aggregate amount of various securities, including
common stock, preferred stock, debt securities, and warrants. At December _31, 20086, all of these securities remained
unissued. : :

CSC has.authorization from its Board of Directors to-issue commercial paper up to the amount of CSC's committed,
unsecured credit facility (see below), not to exceed $1.5 hillion. At December 31,2006, no commercial paper had been
issued. CSC's ratings for these short-term borrowings are P-1 by Moody’s, A-2 by 5&P, and F1 by Fitch.

CSC maintains an $800 million committed, unsecured credit facility with a group of eighteen banks which is scheduled
to expire in June 2007. CSC plans to establish a similar facility to replace this one when it expires. These facilities were
unused in 2006. Any issuances. under CSC’s commercial paper pregram will reduce the amount available under this
facility. The funds under this facility are available for general corporate purposes and CSC pays a commitment fee on the
unused balance of this facility. The financial covenants in this facility require CSC to maintain a minimum level of
stockholders’ equity, Schwab to maintain a minimum net capital ratio, as defined, and C5C’s depository institution
subsidiaries to be well capitalized, as defined. Management believes that these restrictions will not have a material
effect on its ability to meet foreseeable dividend or funding requirements. o

CSC also has direct access to $792 million of the $842 million uncommitted, unsecured bank credit lines, provided by
eight banks, that are primarily utilized by Schwab to manage short-term liquidity. The amount available to CSC under
these lines is lower than the amount available to Schwab because the credit line provided by one of these banks is only
available to Schwab. These lines were not used by CSC in 2008. -

- Schwab

Most of Schwab's assets are readily convertible to cash, consisting primarily of short-term (i.e., less than 150 days)
investment-grade, interest-earning investments (the majority of which are segregated for the exclusive benefit of clients
pursuant to regulatory requirements), receivables from brokerage clients, and receivables from brokers, dealers, and
clearing organizations. Client margin loans are demand loan obligations secured by readily marketable securities.
Receivables from and payables to brokers, dealers, and clearing organizations primarily represent current open
transactions, which usually settle, or can be closed out, within a few business days.

LiqUidity needs relating to client trading and margin borrowing activities are met primarily through cash balances in
brokerage client accounts, which were $19.9 billion, $24.2 billion, and $27.0 billion at December 31, 2006, 2005, and
2004, respectively. Management believes that brokerage client cash balances and operatlng earnings will continue to
be the primary sources of |IQUIdIty for Schwab in the future.

The Company has a lease financing liability related to an office building and land under a 20-year lease. The remaining
lease financing liability of $126 million at December 31, 2006 is being reduced by a portion of the lease payments over
the remaining Ieaee term. ‘

To manage short-term liguidity, Schwab maintains uncommitted, unsecured bank credit lines with a group of eight banks
totaling $842 million at December 31, 2006. The need for short-term borrowings arises primarily from timing differences
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between cash flow requirements and the scheduled liquidation of interest-bearing investments. Schwab used such
borrowings for twelve days in 20086, with daily amounts borrowed averaging $79 million. There were no borrowings
outstanding under these lines at December 31, 2006.

To satisfy the margin requirement of client option transactions with the Options Clearing Corporation (OCC), Schwab has
unsecured letter of credit agreements with eleven banks in favor of the OCC aggregating $930 million at December 31,
2006. Schwab pays a fee to maintain these arrangements. In connection with its securities lending activities, Schwab is
required to provide collateral to certain brokerage clients. Schwab satisfies the collaterat requirements by arranging
letters of credit (LOCs), in favor of these brokerage clients, which are issued by multiple banks. At December 31, 2006,
the aggregate face amount of these outstanding LOCs totaled $173 million. No funds were drawn under these LOCs at
December 31, 2006,

Schwab is subject to regulatory requirements that are intended to ensure the general financial soundness and liguidity
of broker-dealers, These regulations prohibit Schwab from repaying subordinated borrowings to CSC, paying cash
dividends, or making unsecured advances or loans to its parent or employees if such payment would result in net capital
of less than 5% of aggregate debit balances or less than 120% of its minimum dollar requirement of $250000. At
December 31, 2006, Schwab's net capital was $1.1 billion (10% of aggregate debit balances), which was $850 million
in excess of its minimum required net capitat and $511 million in excess of 5% of aggregate debit balances. Schwab
targets net capital to be at least 10% of its aggregate debit balances, which primarily consist of client margin loans.

To manage Schwab’s regulatory capital requirement, CSC provides Schwab with a $1.4 billion subordinated revolving
credit facility which is scheduled to expire in March 2008. The amount outstanding under this fadility at December 31,
2006 was $220 million. Borrowings under this subordinated lending arrangement qualify as regulatory capital for
Schwab. '

Schwab Bank

Schwab Bank's-current liquidity needs are generally met through deposits from banking clients and equity capital.

The excess cash held in certain Schwab brokerage client accounts is swept into a money market deposit account at
Schwab Bank. At December 31, 2006, these balances totaled $9.9 billion. :

Schwab Bank has access to traditional funding sources such as deposits, federal funds purchased, and repurchase
agreements. Additionally, CSC provides Schwab Bank with a $100 million short-term credit facility maturing in December
2007. Borrowings under this facility do not qualify as regulatory capital for Schwab Bank. No funds were drawn under
this facility at December 31, 20086.

Schwab Bank maintains a credit faC|I|ty with the Federal Home Loan Bank System (FHLB). At December 31, 2006
$683 million was available, and no funds were drawn under this facility.

U.S. Trust (currently reflected as a discontinued operation for financial statement purposes)
The liquidity needs of U.S. Trust are generally met through deposits from banking clients, equity capital, and borrowings.

The excess cash held in certaln Schwab brokerage client accounts is swept into a money market deposit account at
U.S. Trust. At December 31, 2006 these balances totaled $749 million.

In addifion to traditional funding sources such as deposits, federal funds purchased, and repurchase agreements,

USTC's depository institution subsidiaries have established their own external funding sources. At December 31, 2006,
U.S. Trust had $52 million in Trust Preferred Capita! Securities cutstanding with a fixed interest rate of 8.41%. in
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December 2006, U.S. Trust elected to and submitted notice to redeem all of the outstanding Trust Preferred Capital
Securities on February 1, 2007. '

Certain of USTC's depository institution subsidiaries have established credit facilities with the FHLB totalrng $2. 3 billion:
'At December 31, 2006, $100 million was outstanding under these facilities. Addrtronaliy, at December 31, 2006,

U.S. Trust had $1. million of federal funds purchased.

U.S. Trust also engages in mtercompany repurchase agreements with Schwab and had $2OO million outstandrng with
Schwab at December 31 2006

CSC provides'U. S Trust with a $300 million short- term credit facility maturing in December 2007. Borrowmgs under this
facility do not qualify as regulatory caprtal for U.S. Trust. No funds were drawn under this facility at December 31, 20086.
U.S. Trust uses mterest rate swap agreements (Swaps) with third partres to hedge the interest rate.risk primarily
associated with its variable rate deposits from banking clients. These Swaps are structured for U.S. Trust to receive a
variable rate of interest and pay a fixed rate of interest. At December 31, 20086, the Swaps had a notional value of
$660 million and a fair value.of $6 million.

Prior to or as of the closing date of the sale of U. S Trust, all of the arrangements with U.S. Trust disclosed above except
- for the credit facilities with the FHLB and the Swaps, will be cancelled or termrnated

Capital Resources

The Company monitors both the relative composition and absolute level of its capital structure. Management is focused
on limiting the Company's use of capital and currently targets a long-term debt to total financial capital ratio of less than
20%. The Company's totai financial capital {long-term debt plus stockholders' equity) at December 31, 2006 was

$5.4 billion, up $484 million from December 31, 2005. At December 31, 2006, the Company had long-term debt of
$388 million, or 7% of total financial capital, that bears intérest at a weighted-average rate of 7.02%. At December 31,
2005 the Company had tong term debt of $462 million, or 9% of total financial’ cap|tal .

The Company’s cash posrtron (reported as cash and.cash equrvalents on the Company s consolidated balance sheet)
and cash flows are affected by changes in brokerage client cash balances and. the associated amounts required to be
segregated under federal or other regulatory guidelines. Timing differences between cash and investments actually
segregated on a given date and the amount required to be segregated for that date may arise in the ordinary course of
business and are addressed by the Company in accordance with applicable regulations. Other factors which affect the
Company’s cash position and cash flows include investment activity in securities, levels of capital expenditures, -
acquisition and divestiture activity, banking client deposit activity, brokerage and banking client loan activity, financing
activity in long-term debt, payments of dividends, and repurchases of CSC’s commen stock. The combination of these
factors can cause srgnrfrcant fluctuatrons in the lévels of cash and cash equivalents dunng specific time periods.

In 2006, cash and cash equwaients increased $2.6 billion, or 137%, to $4.5 billion pnmarrly due to movements of
brokerage client-related funds to meet segregatlon requirements and an increase in deposits from banking clients.
These changes were partially offset by a decrease in payables to brokerage clients and an increase in securities
avarlable for sale.

The Company repaid $68 million and $56 million of long-term debt in.2006 and 2005, respectively.
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Capital Expenditures

In 2006, the Company's capital expenditures were $122 million. The'Company sold $63 million of fixed assets, which
primarily consisted of a data center. In 2005, the Company's capital expenditures were $98 million and the Company
sold $20 million of fixed assets. Capital expenditures, net, as a percentage of net revenues totaled 1% and 2% in 2006
and 2005, respectively. In 2006 and 2005, capital expenditures were primarily for software and equipment relating to
the Company's information technology systems. Capital expenditures include capltallzed costs for devetoping internal-
use software of $42 million'in 2006 and $32 million in 2005.

Management currently anticipétes that 2007 capital expenditures will be approximately 40% higher than 2006
spending, primarily due to increased spending on capitalized costs for developing internal- -use software and assets
relating to the Company s information technology systems. As has been the case in recent years, the Company may
adjust its capital expenditures from period tp period as business conditions change. Management believes that funds
generated by its operations will continue to be the primary funding source of its capital éxpenditures.

Dividends - ’ . \

CSC paid common stock cash dividends of $173 million and $116 million in 2006 and 2005, respecti\keiy. Since the
initial dividend in 1989, CSC has paid 71 consecutive quarterly dividends and has increased the dividend 18 times,
including a 20% and 67% increase in the second and fourth quarters of 2006, respectively. Since 1989, dividends have
increased by a 28% compounded annual growth rate. CSC paid common stock dividends of $.135, $.089, and

$.074 per share in 2006, 2005, and 2004, respectively, While the payment and amount of dividends are at the *
discretion of the Board, subject to certain regulatory and other restrictions, the Company currently targets its cash
dividend at apprommately 20% to 30% of net income.

Share Repurchases

CSC repurchased 52 million shares of its commeon stock-for $859 million in 2006 and 56 million shares of its common
stock for $688 million in 2005. As of December 31, 2006, CSC had authority to repurchase up to $87 million of its ",
common stock under prior authorization by the Board of Directors. On January 24, 2007, the Board of Directors
authorized the repurchase of up to $500 million of CSC's commeon stock in addition to this remaining authorization. .

Acquisition and Divestiture ' S .

Upon completion of the pending sale of U.S. Trust in 2007, the Company will receive pre-tax proceeds of approximately
$3.3 billion. The Company plans to use the net proceeds for general corporate purposes, including share repurchases
and continued investment in Schwab Investor St{arvices, Schwab Institutional, and Schwab Bank.

On December 22, 20086, the Company announced an agreement to acquire The 401{k) Company from Natiohwide
Financial Services, Inc. for $115 million in cash. The transaction is expected to close in March 2007, subject to
customary closmg conditions. ' :

Off-Balance-Sheet Arrangements

The Company enters into various off-balance-sheet arrangements in the ordinary'course of business, primarily to meet
the needs of its clients. These arrangements include firm commitments to extend credit. Additionally, the Company
enters into guarantees and other similar arrangements as part of transactions in the ordinary course of business. For
information on each of these arrangements, see “ltem 8 - Financial Statements and Supplementary Data - Notes to
Consolidated Financial Statements - 18. Commitments and Contingent Liabilities.”
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Contractual Obligations

A summary of the Company's principai contractual obligations as of December.31, 2006 is shown in the following table.
Excluded from this table are liabilities recorded on the consolidated balance sheet that.are generally short-term in
nature {e.g., drafts payable) or without contractual payment terms (e.g., deposits from banking clients; payables to

_ brokerage clients, and deferred compensation). Management believes that funds generated by its continuing operations,

as well as cash provided by external financing, will' continue to be the prlmary fundlng sources in meeting these

obligations.
Less than 13 35 . Morethan .
1 Year Years Years 5 Years Total
Credit-related financial instruments (@ $ 277 - $ 6 $2,462  $2,745°
Operating leases (2 : 121 $ 212 170 268. . 771
Long-term debt @ 43 34 211 100 388
Purchase obligations 4 279 122 12 - 413
Long-term incentive plan & N 38 102 -, . -0, 140
Acquisition-related commitment. 115 - I - - 115
-_Total '$ 873 $ 470 - % 399 - $2,830 $4572

") Represents Schwab'Bank’s firm commitments to extend credit'primarily for ioans to banking clients.
2 Represents minimum rental commitments, net of sublease commitments, and includes fadht|es under the

Company S restructurlng initiatives.

@  Excludes maturities under a lease ﬂnancmg Ilablllty, interest payments and the effect of interest swaps.
4 Consists of purchase obligations for services such as advertising and marketing, telecommunications, professuonal
services, and hardware- and softwarerelated agreements Includes purchase obllgatlons which can be canceled by

the Company without penaity.

& Represents the Ilablllty associated with the Company s long-term.incentive plans

RISK MANAGEMENT

e

Overview

’

¥

The Company's-business activities expose it to a variety of risks including technology and operations risk, credit, market
. and liquidity risks, and legal and reputational risk. Identlﬂcatlon and management'of these risks are essential to the
success and financial soundness of the Company. e

4

Senio'r m'anagement takes an active role in the Company's risk management process and has developed policies and °
procedures.under which specific business and control units are responsible for identifying, measuring, and controlling
various risks. Oversight of risk management has beén delegated to the Global Risk Committee,-which is comprised of
senior managers of major business and controt functlons The Global Risk Committee is responsible for reviewing and
momtoring the Company's risk-exposures, and Ieadlng the continued development of the Company s'risk management

policies and pract|ces

Functional risk sub-committees focusmg on specuﬂc areas of nsk report into the Global Risk Commlttee These sub—

" scommittees include:

T

b

e Corporate Asset-Liability, Management and Prlcmg Committee, which focuses on the Company s I|qu1d|ty, capital

" resources, and interest rate risk;

A}

¢ Credit and Market Risk Oversight Committee, which focuses on the credlt exposures resulting from client activity
(e.g., margin lending activities and loans to banking clients), the investing activities of certain of the Company’s
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proprietary funds, corporate credit activities {e.g., counterparty and corporate investing activities), and market risk .
resulting from the Company taking positions in certain securities to facilitate client trading activity; ' o

* Technology and Operations Risk Committee, whlch focuses on the integrity of controls and operating dapac;lty of the
Company's systems and operations processes;

» Fiduciary Risk Committee, which oversees activities of the Company with'a fiduciary component;

e New Products Committee, which addresses risks associated with new products and services; and _

s Information Security and Privacy Steering Committee, which oversees information securlty and privacy programs and
policies. . :

The Global Risk Committee reports regularly to the Audit Committee of the Board of Directors {Audit Committee}, which
reviews major risk exposures and the steps management has taken to monitor and control such exposures.

The Company's Disclosure Committee is responsible for the menitoring and evaluation of the effectiveness of the
Company’s (a) disclosure controls and procedures and (b) internal control over financial reporting as of the end of each
fiscal quarter. The Disclosure Committee reports on this evaluation to the CEO and CFO prior to their certlﬂcatlon
required by Sections 302 and 906 of the Sarbanes Oxley Act of 2002. :

Additionally, the Company's compliance, finance, internal audit, legal, ahd risk and credit management depértments
assist management and the various risk committees in evaluatlng, testing, and monltorlng the Company's risk
management

" Risk is inherent in the Company's business. Consequently, despite the Company's efforts to identify areas of rigk,

oversee operational areas involving risk, and implement policies and procedures designed to manage risk, there can be
no assurance that the Company will not suffer unexpected losses due to operating or other risks. The following
discussion highlights the Company's policies and procedures for identification, assessment, and management of the
principal areas of rigk in its operations.

Technology and Operating Risk

Technology and operating risk is the potential for loss due to deficiencies in control processes or technology systems
that constrain the Company’s ability to gather, process and communicate information and process client transactions
efficiently and securely, without interruptions. The Company's operatlons are highly dependent on the integrity of its
technology systems and the Company's success depends, in part, on its-ability to’ make timely enhancements and
additions to its technology in anticipation-of evolving client needs. To the extent the Company experiences system
interruptions, errars or downtime (which could result from a variety of causes, including changes in client use patterns,
technological failure, changes to its systems, linkages with third-party systems, and power failures), the Company’s
business and operations could be significantly negatively impacted. Additionally, rapid increases in client demand may
strain the Company’s ability to enhance its technology and expand its operating capacity. To minimize business
interruptions, Schwab has two data centers intended, in part, to further improve the recovery of business processing in
the event of an emergency. The Company is committed to an ongoing process of upgrading, enhancing, and-testing its.
technology systems. This effort is focused on meeting client needs, meeting market and regulatory changes, and
deploying standardized technology platforms.. .

Technnlogy and operating risk also includes the risk of human error, employee misconduct, external fraud, computer
viruses, terrorist attack, and natural disaster. Employee misconduct could include fraud and misappropriation of client or
Company assets, improper use or disclosure of confidential client or Company information, and unauthorized activities,
such as transactions exceeding acceptable risks or authorized limits. External fraud includes misappropriation, of client
or Company assets by third parties, including through unauthorized access to Company systems and data and client
accounts. The frequency and sophistication-of such fraug attempts continue to increase. ‘
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The Company has specific policies and procedures to identify and manage operational risk, and uses periodic risk self-
assessments and internal audit reviews to evaluate the effectiveness of these internal controls. The Company maintains
backup and recovery functions, including facilities for backup and communications, and conducts periodic testing of
disaster recovery plans. The Company also maintains policies and procedures and technology to protect against fraud
and unauthorized access to systems and data.

Despite the Company’s risk management efforts, it is not always possible to deter or prevent technological or
operational failure, or fraud or other misconduct, and the precautions taken by the Company may not be effective in all
cases. The Company may be subject to litigation, losses, and regulatory actions in such cases, and may be required to
expend significant additional resources to remediate vulnerabilities or other exposures.

The Company also faces technology and operating risk when it employs the services of various external vendors,
including domestic and international cutsourcing of certain technology, processing, and support functions. The Company
manages its exposure to such outsourcing risks through contractuat agreements, enhanced controls, and ongoing
monitoring of vendor performance. The Company maintains policies and procedures regarding the standard of care
expected with Company data, whether the data is internal company information, employee information, or non-public
client information. The Company clearly defines for employees, contractors, and vendors the Company's expected
standards of care for confidential data. Regular training is provided by the Company in regard to data security.

The Company is actively engaged in the research and development of new technologies, services, and products. The
Company endeavors to protect its research and development efforts and its brands, through the use of copyrights,
patents, trade secrets, and contracts. .

Credit Risk

Credit risk is the potential for loss due to a client or counterparty failing to perform its contractual obligations, or the
value of collateral held to secure obligations proving to be inadequate. The Company's direct exposure to credit risk
mainly results from margin lending activities, securities lending activities, its role as a counterparty in financial contracts
and investing activities, and indirectly from the investing activities of certain of the Company's proprietary funds. To
manage the risks of such losses, the Company has established policies and procedures which include: establishing and
reviewing credit limits, monitoring of credit limits and quality of counterparties, and adjusting margin requirements for
certain securities. In addition, most of the Company's credit extensions, such as margin loans to clients, securities
lending agreements, and resale agreements, are supported by collateral arrangements. These arrangements are subject
to requirements to provide additional collateral in the event that market fluctuations result in declines in the value of
collateral received. )

Additional‘ly. the Company has exposure to credit risk associated with the Company’s banking loan portfolios held at
Schwab Bank and U.S. Trust {currently reflected as a discontinued operation for financial statement purposes). This
client credit exposure is actively managed through individual and portfolio reviews performed by account officers and
senior line management. Periodic assessment of the validity of credit ratings, credit quality and the credit management
process is conducted by a credit review department which is separate from the loan origination and monitoring
department. Management regularly reviews asset quality including concentrations, delinquencies, non-performing loans
_to banking clients, losses, and recoveries. All are factors in the determination of an appropriate allowance for credit
losses, which is reviewed quarterly by senior management.

Schwab performs clearing services for all securities transactions in its client accounts. Schwab has exposure to credit

risk due to its obligation to settle transactions with clearing corporations, mutual funds, and other financial institutions
even if Schwab’s client or a counterparty fails to meet its obligations to Schwab.
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Fiduciary Risk . ‘ ; T
Fiduciary risk is the potential for financial or reputational loss through breach of fiduciary duties to a client. Fiduciary
activities include, but are not limited to, individual and institutional trust, investment management, custody, and cash
and securities processing. The Company attempts to manage this risk by establishing procedures to ensure that
obligations to clients are discharged faithfully and in compliance with applicable legal and regulatory requirements.
Business units have the primary responsibility for adherence to the procedures applicable to their business. Guidance ’
and control are provided through the creation, approval and ongomg review of applicable policies by busmess units and
various fiduciary risk committees. :

Legal and Regulatory Risk

The Company faces significant legal and compliance risk in its business, and the volume of litigation and regulatory
proceedings against financial services firms and the amount of damages claimed have been incréasing. Among other
things, these risks relate to the suitability of client investments, conflicts of interest, disclosure obligations and - «
performance expectations for Company products and services, supervision of employees, and the adequacy of the
Company’s controls. Claims against the Company may increase due to a variety of factors, such as if clients suffer losses
during a period of deteriorating equity market conditions, as the Company-increases the level of advice it provides to
clients, and as the Company enhances the services it provides to lAs. In addition, the Company and its affiliates are
subject to extensive regulation’by federal, state and foreign regulatory authorities, and SROs, and such regulatlon is
becoming increasingly extensive and complex ' . : Sy Coee
The Company attempts to manage legal and compliance risk through policies and procedures reasonably designed to
avoid litigation claims and prevent or detect violations of applicable legal and regulatory requirements. These procedures

- address issues such as business conduct and ethics, sales and trading practices, marketing and communications,

extension of credit, client funds and securities, books and records, anti-money laundering, client privacy, employment

-policies, and contracts management. Despite the Company’s efforts to maintain an effective compliance program and

internal controls, legal breaches and rule violations could result in reputational harm, significant losses and disciplinary
sanctions, including limitations on the. Company's business activities. . _ * ‘

1 .
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CRITICAL ACCOUNTIN TIMATES: - ..

The consolidated financial statements of the Company have been prepared in accordance 'with accounting principles
generally accepted in the U.S. While the majority of the Company's revenues, expenses, assets and liabilities are not
based on estimates, there are certain accounting principles that require management to make estimates regarding -
matters that are uncertain and susceptible to change where such change may result in a material adverse impact on the
Company’s financial position and reported financial results. These critical accounting estimates are described below.
Management regularly reviews the estimates and assumptions used in the preparatlon of the Company's frnancral
statements for reasonableness and adequacy ' .

income Tax Benefit Related to the Pending Sale of U.S. Trust: In 2006, the Company recorded a $205 million income tax
benefit related to the estimated difference between the tax and book bases of the Company's U.S. Trust stock. This
amount is included in income from discontinued operations, net of tax on the Company's consolidated statements of
income. When calculating the Company’s gain on the sale of U.S. Trust for income tax purposes, the tax basis will be the
basis of U.S. Trust's prior stockholders in their shares as of the date U.S. Trust was acquired by the Company, since the
transaction qualified as a tax-free exchange. This tax benefit is management's current estimate and is based on publicly
available information, including information on the composition of U.S. Trust's stockholders at the acquisition date and
the market price of U.S. Trust stock during relevant periods. The final amount of the basis difference, which coutd differ
from management's estimate, will be determined following a survey of former U S. Trust stockholders that the Company
expects 1o complete in mid-2007. '

Vafuatf'on of Goodwill: Under the provisions of Statement of Financial Accounting Standards (SFAS) No. 142 - Goodwill
and Other Intangible Assets, goodwill is required to be tested for impairment at least annually, or whenever indications
of impairment exist. An impairment exists when the carryrng amount of goodwill exceeds its implied falr value resulting
inan |mpa|rment charge for this excess ; '
The Compa ny has elected April 1 as its annual goodwill impairment testing date. In testing for a potential impairment of
goodwill on April 1, 2006, management estimated the fair value of each of the Company’s reporting units (generally
defined as the Company's businesses for which financial information is available and reviewed regularly by
management) and compared this value to the carrying value of the reporting unit. The estimated fair value of each
reporting unit was greater than its carrying value, and therefore management concluded that no amount of goodwill was
impaired. The estimated fair value of the reporting units was established using a discounted cash flow model that
inciudes significant assumptions about the future operating results and cash flows of each reporting unit. Adverse
changes in the Company’s planned business operations such as unanticipated competition, a loss of key personnel, the
sale of a reporting unit or a significant portion of a reporting unit, or other unforeseen developments could result in an
impairment of the Company's recorded goodwill. The Company's goodwill balance, net of accumulated amortization, was
$419 miilion at both December 31, 2006 and 2005. : : '

Derivative Instruments and Hedging Activities: As part of its asset and liability management process, the Company has -
entered into Swaps that effectively convert the interest rate characteristics of a portion of the Company's Medium-Term
Notes from fixed to variable. The Company has designated such Swaps as fair value hedges, as allowed by

SFAS No. 133 - Accounting for Derivative Instruments and Hedging Activities. Since the notional amount, fixed interest
rate, and maturity of these Swaps exactly match the terms of the corresponding Medium-Term Notes, the Company has
concluded that these Swaps are completely effective in achieving the desired hedging resuits, as permitted under
SFAS No. 133. Consequently, changes in the fair value of these Swaps, totaling an aggregate of approximately
$500,000 and $2 million asset at December 31, 2006 and 2005, respectively, are completely offset by changes in the
fair value of the hedged Medium-Term Notes. Accordingly, there has not been any impact on earnings as a result of this
hedging program except for the conversron from a flxed 16 a floating rate of mterest ona portlon of the Medlum Term
Notes. n
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Schwab Bank's loans held for sale portfolio consists of fixed- and adjustable-rate mortgages, which are subject to a loss
in value when market interest rates rise. Schwab Bank uses forward sale commitments to manage this risk. These
forward sale commitments have been designated as cash flow hedging instruments of the loans held for sale.
Accordingly, the fair values of these forward sale commitments are recorded on the Company’s consclidated balance
sheet, with gains or losses recorded in other comprehensive income (loss). :

Additionally, Schwab Bank uses forward sale commitments to hedge interest rate lock commitments issued on mortgage
loans that will be held for sale. Schwab Bank considers the fair value of these commitments to be zero at the
commitment date, with subsequent changes in fair value determined solely based on changes in market interest rates.
Any changes in fair value of the interest rate lock commitments are completely offset by changes in fair value of the
related forward sale commitments.

At both December 31, 2006 and 2005 the derivative assets and |IabI|ItIeS recorded by Schwab Bank for these forward
sale and interest rate lock commitments were immaterial.

Anowance for Credit Losses: The Company regularly evaluates its portfolio of loans to banking clients and provides
allowances for the portion management believes may be uncollectible. Several factors are taken into consideration in
this evaluation including current economic conditions, the composition of the loan portfalio, past loss experience, and
risks inherent in the loan portfolio. For Schwab Bank's portfolio, which primarily consists of mortgage loans, a risk-based
methodology is used to determine the allowance for credit losses. Mortgage foans are categorized into portfolios by loan
type and risk characteristics. A probable loss rate, based on company and industry experience, is used to determine the
credit allowance: At December 31, 2006 and 2005, the Company's allowance for credit losses was $4 million and

$3 miltion on loan portfolios of $2.3 billion and $1.9 billion, respectively.

Legal Reserve: Reserves for legal and regulatory claims and proceedings reflect an estimate of probable losses for each
matter, after considering, among other factors, the progress of the case, prior experience and the experience of others in
similar cases, available defenses, insurance coverage and indemnification, and the opinions and views of legal counsel.
In many cases, including most class action lawsuits, it is not possible to determine whether a loss will be incurred, or to
estimate the range of that loss, untit the matter is close to resolution, in which case no accrual is made until that time.
Reserves are adjusted as more information becomes avaitable or when an_event occurs requiring a change. ngnmcant
judgment is required in making these estimates, and the actual cost of resolving a matter may ultimately differ
materially from the amount reserved. !

Stock-based compensation; The Com pany accounts for stock-based compensation in accordance with the fair value
recognition provisions of SFAS No. 123R - Share-Based Payment. Under the fair value recognition provisions of SFAS
No. 123R, stock-based compensation cost is measured at the grant date based on the value of the award and is
recognized as expense over the vesting period. Determining the fair value of stock-based awards at the grant date
requires judgment, including estimating the expected term of stock options, the expected volatility of the Company’s
common stock, and expected dividends. Significant changes in these assumptions for future awards could materially
impact stock-based compensation expense and the Company's results of operations. In addition, judgment is also
required in estimating the amount of stock-based awards that are expected to be forfeited. If actual results differ
significantly from these estimates, stock-based compensatlon expense and the Company's results of operations could
be impacted. - s

Long-term incentive compensation: Eligible officers may receive cash long-term incentive plan units under a long-term
incentive plan (LTIP)..These awards are restricted from transfer or sale and generally vest over a three- to four-year
period. Each award provides for a one-time cash payment for an amount that varies based upon the Company's
cumulative EPS over the respective performance period of each grant. The Company accrues the estimated total cost for
each grant on a straight-line basis over each LTIP's vesting period, with periodic cumulative adjustments to expense as
estimates of the total grant cost are revised. The estimated total cost of each grant will vary based upon changes in
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estimated.and-actual cumulative EPS amounts over each LTIP's performance. period. Grants were issued under this LTIP
in 2003, 2004 and 2005 with perfoermance periods ending December 31, 2006, 2007, and 2008, respectively. The
LTIP liability inciuding discontinued operations was'$140 million'and $61 million at December 31, 2006 and 2005,
respectively. The LTIP expense including discontinued operatmns was $78 million, $37 mllhon and $15 mlllnon for the -
years 2006, 2005, and 2004, respectwely - . . -

The Company S management has discussed the development and selection of these critical accountlng estimates w1th
the Audit Committee. Additionally, management has reviewed with the Audit Committee the Company's significant
estimates discussed in this Management's Discussion and Analysis of Financial Condition and Resuits of Operations.
FORWARD-LOOKING STATEMENTS - - el 1,0t

In addition to histerical information, this Annual Report on.Form 10-K contains “forward-looking statements” within the
meaning of Section 27A of the Securities Act, and Section 21E of the Securities Exchange Act of 1934. Forward-looking
statements are identified by words such as “believe,” “anticipate,” “expect,” “intend,” “plan,” “will,” “may,” “estimate,”
“aim,” “target,” and other similar expressions. In addition, any statements that refer to expectations, projections, or
other characterizations of future events or circumstances are forward-looking statements.

These forward-looking statements, which reflect management’s beliefs, objectives, and expectations as of the date

hereof, are necessarily estimates based on the best judgment of the Company’s senior management. These statements ‘

relate to, among other things, the impact on the Company's financial position and results of operations related to the -
pending sale of U.S. Trust (see “item 1 - Business — General Corporate Overview”, Overview - Discontinued Operations,
“Results.of Operations - Net interest Revenue, and Liquidity and Capital Resources, and “Item 8 - Financial Statements
and Supptementary Data - Notes to Consolidated Financial Statements - 1. Introduction and Basis of Presentation and
3. Discontinued Operations”); the Company's ability to pursue its business strategy (see “ltem 1 - Business - Business
~ Strategy and Competitive Environment”); the impact on the Company’s financial position and results of operations
related to the pending acquisition of The 401(k) Company (see “Item 1 - Business - Products and Services”, Ligquidity
and Capital Resources - Capital Résources, and “ftem 8- Financial Statements and Supplementary Data - Notes to
Consolidated Financial Statements - 1. Introduction and Basis of Presentation”); the impact of legal proéeedings and
. regulatory matters (see “ltem 3 - Legal Proceedings” and “ltem 8 - Financial Statements and Supplementary Data -
Notes to Consolidated Financial Statements - 18. Commitments and Contingent Liabilities - Legal Contingencies”); the
impact of changes in the income tax benefit related to the pending sale of U.S. Trust (see Overview - Discontinued
Operations, Critical Accounting Estimates, and “ltem 8- Financial Statements and Supplementary Data - Notes to,
‘Consolidated Financial Statements - 3. Discontinued Operations”); sources of liquidity, capital, and level of dividends
{see Liquidity and Capital Resources - Liquidity and - Contractual Obligations); target capitai ratios (see Liquidity and
Capital Resources); capital expenditures (see Liquidity and Capital Resources - Capital Resources); the impact of
changes in management’s estimates on the Company's results of operations {see Critical Accounting Estimates); the.

impact on the Company's results of operations of recording compensation expense related to the Company’s sabbatical -

program (see “ltem 8 - Financial Statements and Supplementary Data — Notes to Consolidated Financial Statements -
2. Significant Accounting Policies™); the impact on the Company's results of operations of recording stock option expense
(see “Item 8 - Financial Statements and Supplementary Data - Notesto Consolidated Financial Statements -

13. Employee’ Incentlve Deferred Compensatlon and Retirement Plans”); the impact of changes in estimated costs
related to past restructuring initiatives on the Company’s results cof operations (see "ltem 8 - Financial Statements and
Supplementary Data - Notes to Consolidated Financial Statements - 3. Discontinued Operations and 16. Restructuring
Charges and Reserves”™); and the impact of changes in the likelihood of indemnification payment obligations on the
Company's results of operations (see “ltem 8 - Financial Statements and Supplementary Data — Notes to-Consolidated
Financial Statements - 18. Commitments and Contingent Liabilities”).
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Achievement of the expressed beliefs, objectives and expectatlons described in these statements is subject to certain
risks and uncertainties that could cause actual results to differ materially from the expressed beliefs, objectwes and
expectations. Readers are cautioned not to place undue reliance on these forward-looking statements, which speak only
as of the date of this Annual Report on Form 10-K or, in the case of documents incorporated by reference as of the date
of those documents. " ‘ :

!rhportant factors that may cause actual results to differ include, but are not limited to: unanticipated adverse
developments in litigation or regulatory matters; the Company’s ability to sublease certain properties; the amount of
loans to the Company’s banking and brokerage clients; the level of the Company’s stock repurchase activity; the timing
and impact of changes in the Company's level of investments in technology; changes in the Company’s level of
personnel; potential breaches of contractual terms for which the Company has indemnification obligations; changes in
the income tax benefit based on the results of a tax survey related to the pending sale of U.S. Trust; and the timing and
impact of pending strategic transactions. Certain of these factors, as well as general risk factors affecting the Company,
are discussed in greater detail in this Annual Report on Form 10-K, including “Hem 1A - Risk Factors.”

¢ - "
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Market risk is the potential for loss due to a change in the value of a financial instrument held by the Company as a,
result of fiuctuations in interest rates, equity prices, or currency exchange rates. -

The Company is exposed to interest rate risk primarily from changes in the interest rates on its interest-earning assets .
{mainly margin loans to clients, investments, loans tg banking clients, mortgage-backed securities, and other fixed-rate
investments) and its funding sources (including brokerage client cash balances, banking deposits, proceeds from stock-
lending activities, and long-term debt) which finance these assets. To mitigate the risk of loss, the Company has
established policies and procedures which include setting guidelines on the amount of net interest revenue at risk, and
by monitoring the net interest margin and average maturity of its interest-earning assets and funding sources. The
Company also has the ability to adjust the rates paid on certain brokerage client cash balances and certain banking
deposits and the rates charged on margin loans. The Company’s exposure to equity price and currency exchange risks is

not material. ' .

Financial Instruments Held For Trading Purposes ’

The Company holds fixed income securities, which include municipal and government securities, and corporate bonds, in
inventory to meet clients! trading needs. The fair value of such inventory was approximately $76 million and $74 million

at December 31, 2006 and 2008, respectively. These securities, and the associated interest rate risk, are not material
to the Company's financia! position, results of operations, or cash flows. . ’

Financial Instrurriénts Held For Purposeé Other Than Trading

Debt Issuances - ;- A

At December 31, 2006, CSC had $262 million aggregate principal amount of Medium-Term Notes outstanding, with
fixed interest rates ranging from 6.52% to 8.05%. At December 31, 2005, CSC had $330 million aggregate principal
amount of Medium-Term Notes outstanding, with fixed interest rates ranging from 6.21% to,8.05%.

The Company has fixed cash flow requirements regarding these long-term debt obligations due to the fixed rate of
interest. The fair value of these obligations at December 31,2006 and 2005, based on estimates of market rates for
debt with similar terms and remaining maturities, was $277 million and $352 million, respectively, compared to their -
carrying amounts of $262 million and $332 million, respectively.

Interest Rate Swaps

As part of its consclidated asset and liability management process, the Company utilizes Swaps to effectively convert the
interest rate characteristics of a portion of its Medium Term Notes from fixed to variable. For a discussion of such
Swaps, see “ltem 8 - Financial Statements and Supplementary Data - Notes to Consolidated Financial Statements -
19. Financial Instruments Subject to Off-Batance Sheet Risk, Credit Risk, or Market Risk.”

Forward Sale and Interest Rate Lock Commitments

For a discussion of Schwab Bank's forward sale and interest rate lock commitments related to its loans held for sale

portfolio, see “Item 8 - Financial Statements and Supplementary Data - Notes to Consolidated Financial Statements -
19. Financial Instruments Subject to Off-Balance Sheet Risk, Credit Risk, or Market Risk.”
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]

The Company uses net interest revenue simulation modeling techniques to evaluate and manage the effect of changing
interest rates. The simulation model (the model) includes all interest-sensitive assets and liabilities, as well as Swaps
utilized by the Company to hedge its interest rate risk. Key variables in the mode! include assumed balance growth or
decline for client loans, depasits, brokerage client cash, changes in the level and term structure of interest rates, the
repricing of financial instruments, prepayment and reinvestment assumptions, and product pricing assumptions. The
simulations involve assumptions that are inherently uncertain and, as a result, cannot precisely estimate net interest
revenue or precisely predict the impact of changes in interest rates on net interest revenue. Actual results may differ
from simulated results due to the timing, magnitude, and frequency of interest rate changes as well as changes in
market conditions and management strategies, including changes in asset and liability mix.

As demonstrated by the simulations presented below, the Company is positioned so that the consclidated balance sheet
produces an increase in net interest revenue when interest rates rise and, conversely, a decrease in net interest revenue
when interest rates fall (i.e., interest-earning assets are repricing more quickly than interest-bearing liabilities).

The forward-looking simuiations in the following table exclude all of U.S. Trust's net interest revenue in 2006 and
assume that the sale will close early in the third quarter of 2007. In addition, the simulations assume that the asset and
liability structure of the consolidated balance sheet would not be changed as a result of the simulated changes in
interest rates. As the Company actively manages its consolidated balance sheet and interest rate exposure, in all
likelihood the Company would take steps to manage any additional interest rate exposure that could result from changes
in the interest rate environment, The following table shows the results of a gradual 200 basis point increase or decrease
in interest rates relative to the Company’s current base rate forecast on simulated net mterest revenue over the next

twelve months at December 31, 2006 and 2005. . .
December 31, - 2006 . 2005
Increase of 200 basis points ‘ 5.4% 5.2%

Decrease of 200 basis points : . — - (8.5%) - (5.7%)

The simulations show an increase in exposure to rate changes at December 31, 2006 from December 31, 2005, and
the Company remains positioned to experience increases in net interest revenue as rates rise and decreases as rates
fall. if U.S. Trust's net interest revenue is excluded from the 2005 simulations, the simulations would have shown net
interest revenue increasing 7.5% for an.increase of 200 basis points and decreasing 7.5% for a decline of 200 basis
points. :
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Consolidated Statements of Income
(In Millions, Except Per Share Amounts)

Year Ended December 31, 2006 2005 . 2004

Net Revenues
Asset management and administration fees ' $ 1,945 $ 1674 $ 1,549
Interest revenue ) ) 2,113 1,523 877
Interest expense ) (679) (501}. (172)
Net interest revenue : _ 1,434 1,022 705
- Trading revenue ; o 785 . 778 1,023 ¢
Cther ’ - : . 145 145 139
Total net revenues L. : 4309 3,619 3,416
Expenses Excluding Interest ' N ; ' . - '
Compensation and benefits ’ - 1,619 1,449 . 1,456
Professional services ’ - 285 222 210
Occupancy and equipment ] 260 262 ‘ 319
- Advertising and market development o _ 189 165 174
* Communications . . 180 174 202
Depreciation and amortization - . 157 179 197
Restructuring charges ) . . - 16 | . 186
Other ] . . : 143 125 125
Total expenses excluding interest - . . 2,833 . 2,592 . 2,869
Income from continuing operatlons before taxes on income - - 1,476 1,027 547
Taxes on income i : s ’ (585) (393) .. (197
Income from continuing operations ' 891 634 350
Income (loss) from discontinued operations, net of tax 336 91 (64)
Net Income . . : $ 1,227 $ 725 $ 286
'Weighted-Average Common Shares Outstanding — Diluted | 1,286 1,308 1,365
Earnings Per Share — Basic
Income from continuing operations $ .70 $ .49 $ .26
Income {loss) from discontinued operations, net of tax $ .27 $ .07 $ (.05)
Net income $ .97 $ 56 % 21
Earnings Per Share — Diluted
Income from continuing operations’ ‘ $ .69 $ A48 $ .26
Income (loss) from discontinued operations, net of tax $ .26 $ .07 $ (.05)
Net income $ .95 $ .55 $ 21
Dividends Declared Per Common Share $ 135 $  .089 $ 074

See Notes 1o Consolidated Financial Statements.
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Consolidated Balance Sheets
(in Mitlions, Except Share and Per Share Amounts)

December 31, ’ ’ ’ ] 2006 2005

Assets . :

Cash and cash equivalents $ 4,507 $ 1,905
Cash and investments segregated and on deposit for federal or other regulatory - :

purposes ! (including resale agreements of $4,740 in 2006 and $8,073 in 2005) 10,862 15,192

Securities owned — at market value (including securities pledged of $5 in 2006 . ‘
and 2005) : 6,386 4,195
Receivables from brokers, dealers and clearmg organizations : ‘ 650 ' - 820
Receivables from brokerage clients — net 10,927 ) 10,780
Loans to banking clients — net ) . i N 2,334 , 1948
Loans held for sale o 30 17
Equipment, office facilities, and property — net . ' ’ 602 699
Goodwill . ; _419 419
Deferred tax assets ' ' ' , 406 171
Other assets . N ‘ ) 524 : 401
Assets retained from discontinued operations S . : 749 711
Assets of discontinued operations . 10,596 10,095
Total ' $ 48,892 $ - 47,351

Liabilities and Stockholders’ Equity te

Deposits from banking clients $ 11,020 % 6,969
'Drafts payable ‘ , U 324 225
Payables to brokers, dealers and clearing orgamzatlons e 1, 498 ) 1,294
Payables to brokerage clients . . 20,621 24,700
Accrued expenses and other liabilities - . 1089 - 1,018
Long-term debt . _ S 388 " 462
Liabilities of discontinued operations ) . 3 B . . 9,064 . 8,233
Total liabilities . i . 43984 . 42 901

'Stockholders equity: - : .
Preferred stock — 9,940,000 shares authorlzed $.01 par value per share; none tssued Coe - - .

Common stock — 3 billion shares authorized; $.01 par value per share; - : N

1,392,091,544 shares issued 14 14
Additionai paid-in capital : ' 1,868 1,827
Retained earnings 4,901 3,847
Treasury stock — 126,904,699 and 101,377,515 shares in 2006 and 2005, .

respectively, at cost L7390 (1,124)
Unamortized stock-based compensation - o (81
Accumulated other comprehensive loss ‘ {36) (33)

Total stockholders’ equity . : 5,008 4,450

Total ] $ 48,992 $ . 47,351

1 Amounts included represent actual balances on deposit, whereas cash and investments required to be segregated for federal or other
regulatory purposes at December 31, 2006 and 2005, excluding $201 million of intercompany repurchase agreements and associated
interest, were $11,063 million and $14,914 million, respectively. On January 3, 2007 and January 4, 2006, the Company deposited a net
amount of $554 million and $92 million, respectively, into its segregated reserve bank accounts. . .

See Notes to Consofidated Financial Statements.
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Consolidated Statements of Cash Flows

{in Millions)
Year Ended December 31, 2006 2005 2004
Cash Flows from Operating Activities . . .
Net income $ 1,227 $ 725 $ 286
Adjustments to reconcile net income to net cash provided by .
operating activities: . .
{Income) loss from discontinued operations, net of tax . (336) (1) 64
Depreciation and amortization . 157 179 197
Stock-based compensation expense 39 7 . 26
Excess tax benefits from stock-based compensation (64) 30 16
Deferred income taxes . : (31) (4) (14)
Non-cash restructuring charges . ’ - 5 " 15)
Other v -6 1.
Originations of loans held for sale . {638) (823) (856)

Proceeds from sales of loans held for sale 626 830 870
Net change in: '
Cash and investments segregated and on deposit for federal

or other regulatory purposes 4,331 3,697 2,241
Securities owned {excluding securities available for sale) 13 (5) 32
Receivables from brokers, dealers, and clearing organizations 170 {338) (7
Receivahles from brokerage clients . ] (151) - {946) (1,261)
Other assets T (6) {6) (26)
Drafts payable : 98 (138) 210
Payabtes to brokers, dealers, and clearing organizations 204 . {174) (1,165)
Payables to brokerage clients {4,079 (2,454) (31
Accrued expenses and other liabilities 66 (44) 96

Net cash provided by (used for} discontinued operations 76 311 (71)

Net cash provided by operating activities o 1,760 777 593

Cash Flows from Investing Activities
Purchases of securities available for sale . (3,224) (2.161) (1,798)
Proceeds from sales of securities avatlable for saie 81 16 312
Proceeds from maturities, calls, and mandatory redemptions of ‘ ..
securities available for sale . 854 670, - 847 - .
Net increase in loans to banking clients (442) (755) (837)
Purchase of equipment, office facilities, and property (122) (98) (180)
Proceeds from sales of equipment, office facilities, and property 63 20 3.
Cash payments for business combinations and investments,
net of cash received 6 (2) (1)
Proceeds from sales of subsidiaries and investments - 4 271
Net cash used for discontinued operations {456} (1,062} {1,208)
Net cash used for investing activities (3,240} (3,368) {2,791)
Cash Flows from Financing Activities
Net change in deposits from banking clients 4,051 2,362 2,153
Proceeds from long-term debt : - - 136
Repayment of long-term debt - - - 68) - (56) (315)
Excess tax benefits from stock-based compensation : 64 - : M
Dividends paid S (173) (1186) (101)
Purchase of treasury stock (B68) (697) - (365)
Proceeds from stock options exercised and othér . . " 283 115 51
Other financing activities  _ ' 1 . - -
Net cash provided by discontinued operations . 822 - 637 324
Net cash provided by financing activities ) 4,082 2,245 1,883
Increase (Decrease) in Cash and Cash Equivalents 2,602 (346) (315)
Cash and Cash Equivalents at Beginning of Year 1,905 2,251 2,566
Cash and Cash Equivalents at End of Year "$ 4,507 $ 1,905 $ 2,251

See Notes to Consolidated Financial Statements.
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Consolidated Statements of Stockholders' Equity
{In Millions) i

. -

. : . Actumulated
- Aaditional Unamortized Other
Common Stock Paig-In fetained Treasury Stock, Stock-based  Comprehensive
Shares Amount Capital . Earnings at cost Compensation Loss Total
Balance at December 31, 2003 A 1392 § 14 % 1,749 ¢ 3125 . % . (319 % 95) % {13) $ 4,461
Comprehensive income: O . R . i ; .
Netincome . . .- - 286 - - - 286
Net unrealized gain on cash flow hedging instruments, B ' ]
net of reclassification adjustment and tax . - - - . - . - 15 15
Net unrealized loss on securities available for sale,
net of reclassification adjustment and tax . - - - - - - - 8) (8)
Foreign currency transiation adjustment . .- . - - - - - 1 1
Total comprehensive income ’ ' ’ 294
Dividends declared on common stock ’ e - - C - (101) - - - (101}
Purchase of treasury stock : - . - - .. - (383) - - - (383)
Stock options exercised and shares issued under . . . .
stock-based compensation plans . - - 17 . (5D 111 (47) -, 29
Non-cash stock-based compensation expense ) ’
related to restructuring ) - - 3 - - 3 - ]
Amortization of stock-based compensation awards - Co- . - : - i 80 - 80
Balance at December 31, 2004 . 1,392 14 1,769 3,258 (591) (59} (5) 4,386
Comprehensive income: ) . ..
Net income ’ - ’ - - 725 - - " 725
Net unrealized gain on cash flow hedging instruments, .
net of tax - - - - - - 12 12
Net unrealized loss on securities available for sale, . B
net of tax - - - - - - (39) (39)
Foreign currency transtation adjustment - - . . to. - ) ‘(1)
Total comprehensive income : : ' : ’ 897
Dividends declared on common stock : - - - . {1186) - - T (116}
Purchase of treasury stock - - - - (688) . - . (688)
Stock oplions exercised and shares issued under )
stock-based compensation plans - - 57 (20} 185 (60) - 132
Non-cash stock-based compensation expense ) ot ’ . '
related to restructuring . L - - 1 ] - - v 3 - 4
Amortization of stock-based compensation awards - - - - - 35 - 35
Balance at December 31, 2005 1,392 14 1,827 3,847 {1,124) - (81) {33) 4,450
Comprehensive income: .
Net income - - - 1,227 . - - 1,227
Net unrealized loss on cash flow hedging instruments, . .
net of reclassification adjustment and tax - - - - - - (6) (B}
Net unrealized gain on securities available for sale, ' . . '
net of tax ’ - - N ' . = - ' 7 7
Foreign currency translation adjustment - ' - . . - vo- ' 1 1
Total comprehensive income . 1,229
Adjustment to initially apply SFAS No. 158, net of tax - - - - - - (5) {5}
Dividends declared on common stock - Lo - (173) - - - (173}
Purchase of treasury Stock ' - ‘ - - - ) (859} - - (859)
Stock option exercises and other . : - - & - 249 - - - 285
Stock-based compensation expense . - - 52 . . . - - 52
Excess tax benefits from stock-based compensation - - 64 ' - - - - B4
Restricted shares withheld for tax - - - - (5) - - {5)
Adoption of SFAS No. 123R ' - - (81) - - 81 - -

Balance at December 31, 2006 1,392 % 14 % 1,868 $ 4901 % {1,739) - % {36) % 5,008

See Notes to Consotidated Financial Statements.
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Notes to Consolidated Financial Statements
({Tabular Amounts in Millions, Except Per Share Data, Qption Price Amounts, Ratios, and as Noted)

i

1.  Introduction and Basis of Presentation

The Charles Schwab Corporation (CSC) is a financial holding company engaged, through its subsidiaries, in securities
brokerage, banking, and related financial services. Charles Schwab & Co., Inc. (Schwab) is a securities broker-dealer
with 303 domestic branch offices in 45 states, as well as a branch in each of the Commonwealth of Puerto Rico and
London, U.K. In addition, Schwab serves clients in Hong Kong through one of CSC's subsidiaries. Other subsidiaries
include Charles Schwab Bank, N.A. (Schwab Bank), a retail bank; Charles Schwab Investment Management, Inc., the
investment advisor for Schwab's propnetary mutual funds; CyberTrader, Inc., an electronic trading technology and
brokerage firm providing services to highly active, online traders; and The Charles Schwab Trust Company, a trustee for
employee benefit plans, primarily 401(k) plans.

The consolidated financial statements include CSC and its majority-owned subsidiaries {collectively referred to as the
Company). These consolidated financial statements have been prepared in conformity with accounting principles
generally accepted in the U.S., which require management to make certain estimates and assumptions that affect the
reported amounts in the accompanying financial statements. Such estimates relate to capitalized development costs for
internal-use software; useful lives of intangible assets, equipment, office facilities, and property; valuation of goodwill,
intangible assets, and equity investments; valuation of employee stock options; future value of long-term incentive plan
units; fair value of financial instruments and investments; allowance for credit losses on banking loans; allowance for
doubtful accounts of brokerage clients; retirement and postretirement benefits; future tax benefits; restructuring
reserves; and legal reserves. Actual results could differ from such estimates. Certain prior-year amounts have been
reclassified to conform to the 2006 presentation. All material intercompany balances and transactions have been
eliminated.

On November 19, 2006, the Company entered into a definitive agreement with Bank of America Corporation (Bank of
America) pursuant to which Bank of America will acquire all of the outstanding common stock of U.S. Trust Corporation
* (USTC, and with its subsidiaries collectively referred to as U.S. Trust), a subsidiary which provides wealth management
services. The transaction is expected to close early in the third quarter of 2007. The Company sold its capital markets
business in 2004, These financial statements reflect these businesses as discontinued operations for all periods.

On December 22, 2006, the Company announced an agreement to acquire The 401(k} Company from Nationwide

Financial Services, Inc. for $115 million in cash. The transaction is expected to close in March 2007, subject to
customary closing conditions. The 401(k) Company offers defined contribution ptan services. -

2,  Significant Accounting Policies

Securities transactions: Clients’ securities transactions are recorded on the date that they settle, while the related
commission revenues and expenses are recorded on the date that the trade occurs. Principal transactions are recorded
on a trade date basis. Commission revenues and principal transactions are included in trading revenue.

Cash and cash equivalents: The Company considers all highly liquid investments, including money market funds,
interest-bearing deposits with banks, federal funds sold, commercial paper and treasury securities, with original
maturities of three months or less that are not segregated and on deposit for federal or other regulatory purposes to be
cash equivalents.

Cash and investments segregated and on deposit for federal or other regulatory purposes consist primarily of securities
purchased under agreements to resell (resale agreements), which are coilateralized by U.S. government securities, and
certificates of deposit. Resale agreements are collateralized investing transactions that are recorded at their contractual
amounts plus accrued interest. The Company obtains possession of collateral (U.S. government securities) with a market
value equal to or in excess of the principal amount loaned and accrued interest under resale agreements. Collateral is
valued daily by the Company, with additional collateral obtained when necessary. Certificates of deposit are recorded at
market value.
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1 . ., - J

Securities horrowed, securities loaned, and securities sold under agreements to repurchase (repurchase agreements)
Securities borrowed require the Company to deliver cash to the lender in exchange for secuyities and are included in
receivables from brokers, dealers, and clearing organizations. For securities loaned, the Company receives collateral in
the form of cash in an amount generally equal to the market value of securities loaned. Securities loaned are included in
payables to brokers, dealers, and clearing organizations. The Company monitors the market value of securities borrowed
and loaned, with additional collateral obtained or refunded when necessary. Fees received or paid are recorded in
interest revenue or interest expense. Repurchase agreements are recorded at their contractual amounts plus accrued
interest and are included in short-term borrowings. o ' ' ‘

Securities owned include securities available for sale that are recorded at estimated fair value using quoted market
prices, where available, or third-party pricing services. Unrealized gains and losses are reported, net of taxes, in '
accumulated other comprehensive income (loss) included in stockholders’ equity. Realized gains and losses from sales
of securities available for sale are determined on a specific identification basis and are inciuded in other revenue.

Securities owned also include Schwab Funds® money market funds, fixed income, equity, and other securities, and .
equity and bond mutual funds and are recorded at estimated fair value. Unrealized gains and iosses are included in
" trading revenue. :

Receivables from brokerage clients are stated net of allowance for doubtful accounts of $2 million at December 31,
2006 and 2005. Cash receivables from brokerage clients that remain unsecured or partlally secured for more than 30
days are fully reserved - .

Nonperforming assets included in the loan portfolio consist of financial instruments where the Company has stopped.
accruing interest {(non-accrual financial instruments). Interest accruals are discontinued when principal or interest is
contractually past due 90 days or more unless collectibility of the loan is reasonably assured. Non-accrual financial
instruments are generally returned to accrual status only when all delinquent principal and interest payments become
current and the collectibility of future principal and interest on a timely basis is reasonably assured. .

. . ! - e . ",
Loans to banking clients are stated net of allowance for credit losses of $4 million and $3 million at December 31, 2006
and 20085, respectively. The allowance is established through charges to income based on management's evaluation of
the adequacy of the allowance for credit losses in the existing portfolic. The adequacy of the allowance is reviewed -
regularly by management, taking into consideration current economic conditions, the existing loan portfollo composition,
past loss experience and risks inherent in the portfolic, including the value of impaired loans.

Loans held for sale consist of fixed-rate and adjustable rate mortgage loans intended for sale: Loans held for sale are
stated at lower of cost or market value. Market value is determined using quoted market prices.

Equipment, office facilities, and property: Equipment and office facilities are depreciated on a straight-line basis over the
estimated useful life of the asset of three to ten years. Buildings are depreciated on a straight-line basis over twenty
years. Leasehold improvements are amortized on a straight-line basis over the lesser of the estimated useful life of the
asset or the term of the lease. Software and certain costs incurred for purchasing.or developing software for.internal use
are amortized on a straightline basis over an estimated useful tife of three or five years. Equipment, office facilities, and
property are stated at cost net of accumulated depreciation and amortization, except for land, which is stated at cost.
Equipment, office facilities, and property are reviewed for impairment whenever events or changes in circumstances-
indicate that the carrying amount of such assets may not be recoverable.

Derivative financial instruments are recorded on the balance sheet at fair value based upon dealer quotes and third-
party pricing services. As part of its consolidated asset and liability management process, the Company utilizes interest
rate swap agreements (Swaps) to effectively convert the interest rate characteristics of a portion of its Medium-Term
Notes from fixed to variable. These Swaps have been designated as fair value hedges. There is no impact on net income
as changes in fair value of the Swaps are offset by changes in the fair value of the hedged Medium-Term Notes.
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Schwab Bank’s loans held for sale portfolio consists of fixed- and adjustable-rate mortgages, which are subject to a loss
in value when market interest rates rise. Schwab Bank uses forward sale commitments to manage this risk. These
forward sale commitments have been designated as cash flow hedging instruments of.the loans held for sale.
Accordingly, the fair values of these forward sale commitments are recorded on the Company's consolldated balance
sheet, with gains or losses recorded in other comprehensive income (l0ss).

Additionally, Schwab Bank uses forward sale commitments to hedge interest rate lock commitments issued on mortgage
loans that will be held for sale. Schwab Bank considers the fair value of these commitments to be zero at the
commitment date, with subseguent changes in fair value determined solely based on changes in market interest rates.
Any changes in fair value of the interest rate lock commitments are completely offset by changes in fair value of the
related forward sale commitments.

Income taxes: The Company files a consolidated U.S. federal income tax return and uses the asset and liability method
in recording income tax expense. Under this method, deferred tax assets and liabilities are recorded for temporary
differences between the tax basis of assets and liabilities and their recorded amounts for financial reportmg purposes,
using currently enacted tax law.

Stock-based compensation: On January 1, 2006, the Company adopted Statement of Financial Accounting Standards
No. 123 (revised 2004) - Share-Based Payment (SFAS No. 123R) which requires the measurement and recognition of
compensation expense based on estimated fair values for all share-based payment arrangements including employee
and director stock option and restricted stock awards. In March 2005, the Securities and Exchange Commission (SEC)
issued Staff Accounting Bulletin No. 107 (SAB No. 107) relating to certain issues surrounding the implementation of
SFAS No. 123R. In November 2005, the Financial Accounting Standards Board {FASB) issued FASB Staff Position No.
FAS 123R-3 - Transition Election Related to Accounting for Tax Effects of Share-Based Payment Awards.

The Con:npany adopted SFAS No. 123R using a modified prospective transition method, under which this accounting
standard applies to new awards and 1o awards modified, repurchased, or cancelled after January 1, 2006 and pricr
pericds are not restated. Additionally, compensation cost is recognized for the unvested portion of awards outstanding
on January 1, 2006 over their remaining vesting period. As a result of the adoption of SFAS No. 123R, the Company's
income from continuing operations before income taxes, income from continuing operations, and net income for the year
ended December 31, 2006, were $13 million, $8 million, and $11 million lower, respectively, than under the Company’s
previous accounting method for share-based compensation. When calculated under the Company's previous accounting
method, basic and diluted earnings per share (EPS) for the year ended December 31, 2006 were unchanged and $.01
higher, respectively. .

Stock-based compensation expense for 2006 is based on awards ultimately expected to vest, and therefore has been
reduced for estimated forfeitures. Forfeitures are estimated at the time of grant based on the Company’s historical
forfeiture experience and revised in subsequent periods if actual forfeitures differ from those estimates. For periods
prior to 2006, the Company recognized forfeitures as they occurred. Upon adoption of SFAS No. 123R, the Company
recorded an immaterial cumulative adjustment to estimate forfeitures for unvested stock awards outstanding at
January 1, 2006. The Company has elected to adopt the alternative transition method provided in the FASB Staff
Position No. FAS 123R-3 for calculating the tax effects of stock-based compensation.

Long-term incentive compensation: Eligible officers may receive cash long-term incentive plan units under a long-term
incentive plan (LTIP). These awards are restricted from transfer or sale and generally vest annuaily over a three- to four-
year pericd. Each award provides for a one-time cash payment for an amount that varies based upon the Company's
cumulative EPS over the respective performance period of each grant. The Company accrues the estimated total cost for
each grant on a straight-line basis over each LTIP's vesting period, with periodic cumulative adJustments to expense as
estimates of the totai grant cost are rewsed

Goodwill: represents the cost of acquired businesses in excess of the fair value of the related net assets acquired.

Goodwill is tested for impairment at least annually or whenever indications of impairment exist. In testing for a potential
impairment of goodwill, management estimates the fair value of each of the Company’s reporting units (generally
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defined as the Company's businesses for which financial information is available and reviewed regularly by

management), and compares it to their carrying value. If the estimated fair value of a reporting unit is less than its
carrying value, management is required to estimate the fair value of all assets and liabilities of the reporting unit,
including goodwill. If the carrying value of the reporting unit’'s goodwill is greater than the estimated fair value, an _
impairment charge is recognized for the excess. The Company has elected April 1 as its annual impairment testing date.

The carrying amount of goodwill is included in the Schwab Investor Services segment. At December 31, 2006 and 2005,
the Company's goodwill balance was $419 million. - , , .

Intangdible assets: The Company has certain intangible assets which are non-amortizing but are subject to impairment
testing annually and whenever events or changes in circumstances indicate that their carrying amount may not be
recoverable. The Company's non-amortizing mtanglble asset balances were $14 million at both December 31, 2006 and
2005, and are included in other-assets. These balances are primarily comprised of the value of contracts acquired in
2004 to manage investments of mutual funds. :

New accounting standards: SFAS No. 154 - Accounting Changes and Error Corrections was issued in May 2005 and

" was effective beginning January 1, 2006. SFAS No. 154 generally requires retrospective application to prior periods’
financial statements of changes in accounting principle. The adoption of SFAS No. 154 did not have a material impact
on the Company’s financial position, results of operations, EPS, or cash flows, :

SFAS No. 155 - Accounting for Certain Hybrid Financial Instruments was issued in February 2006 and is effective for all
financial instruments acquired or issued after December 321, 2006, SFAS No. 155 allows financial instruments that
contain an embedded derivative to be accounted for as a whole (eliminating the need to account for the embedded
derivative separately) if an election is made to report the whole instrument on a fair value basis. The adoption of SFAS
No. 155 is not expected to have a material impact on the Company’s financial position, results of operations, EPS, or
cash flows.

SFAS No. 156 - Accounting for Servicing of Financial Assets was issued in March 2006 and is effective beginning
January 1, 2007. This statement amends the requirements under SFAS No. 140 - Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities, for accounting for mortgage servicing assets and
servicing liabilities. Currently, servicing assets and servicing liabilities are amortized over the expected period of
estimated net servicing income or loss and assessed for impairment or increased obligation at each reporting date.
SFAS No. 156 requires that all separately recognized servicing assets and servicing liabilities be initially measured at fair
value, and permits, but does not require, the subsequent measurement of servicing assets and servicing liabilities at fair
value. The adoption of SFAS No. 156 is not expected to have a material impact on the Company’s financial position,
results of operations, EPS, or cash flows.

SFAS No. 157 - Fair Value Measurements was issued in September 2006 and is effective beginning January 1, 2008..
This Statement defines fair value, establishes a framework for measuring fair value in generally accepted accounting
principles (GAAP), and expands disclosures about fair value measurements. SFAS No, 157 does not require any new fair
value measurements. The adoption of SFAS No. 157 is not expected to have a material |mpact on the Company s
financial position, results of operations, EPS, or cash flows.

SFAS No. 188 - Employers’ Accounting for Defined Benefit Pension and Cther Postretirement Planswas issued in
September 2006. SFAS No. 158 requires recognition of an asset or liability for the overfunded or underfunded status of
defined benefit postretirement plans, and recognition of changes in that funded status through other comprehensive
income. The funded status of a benefit plan is generally measured as the difference between the fair value of the pian
assets and the benefit obligation. SFAS No. 158 also requires the recognition of previously unrecognized actuarial gains
and losses and prior service costs within accumulated other comprehensive income, net of tax. These provisions of the
statement are effective December 31, 20086. All of the Company's defined postretirement benefit plans are maintained
at U.S. Trust, The adoption of SFAS No. 158 resuited in a $9 mitlion pre-tax reduction in prepaid postretirement benefit
plans and a $5 million after-tax reduction in the Company’s accumulated other comprehensive income as of

-47 -



THE CHARLES SCHWAB CORPORATION

Notes to Consolidated Financial Statements
(Tabular Amounts in Millions, Except Per Share Data, Option Price Amounts, Ratios, and as Noted)

December 31, 2006. The adoption of SFAS No. 158 did not have any impact on the Company's results of operations,
EPS, or cash flows. Effective December 31, 2008, SFAS No. 158 requires the measurement date for plan assets and
liahilities to be the same date as a company's fiscal year end.

SFAS No. 159 - The Fair Value Option for Financial Assets and Financial Liabilities was issued in February 2007 and is
effective beginning January 1, 2008. SFAS No. 159 permits entities to elect to measure eligible financial instruments,
commitments, and certain other arrangements at fair value at specified election dates with changes in fair value
recognized in earnings at each subsequent reporting period. The Company is currently evaluating the |mpact of the
adoption of SFAS No. 159 on its financial pos:tlon results of operatlons EPS, and cash flows.

Emerging Issues Task Force Issue (EITF) No. 06-02 - Accounting for Sabbatical Leave and Other Similar Benefits
Pursuant to FASB Statement No. 43 - Accounting for Compensated Absences, was ratified by the FASB in June 2006
and is effective beginning January 1, 2007. This EITF requires the recognition of compensation expense associated with
a sabbatical leave or other similar benefit arrangement that does not vest over the requisite service period. The
Company currently records compensation expense related to its sabbatical program in the period the sabbatical is taken
by an employee. As a result of this change in accounting principle, the Company will record a charge, net of estimated
forfeitures, to retained earnings as of January 1, 2007 of $17 million after tax. This accounting change is not expected
to have a material impact on the Company's results of operations, EPS, or cash fiows.

Financial Accounting Standards Board Interpretation (FIN} No. 48 - Accounting for Uncertainty in income Taxes - An
Interpretation of SFAS No. 109, was issued in July 2006 and is effective beginning January 1, 2007. FIN No. 48 provides
new requirements for the recognition, measurement, and disclosure in the financial statements of a tax position taken
or expected to be taken in a tax return when there is uncertainty about whether that tax position will ultimately be
sustained. The adoption of FIN No. 48 is not expected to have a material impact-on the Company's financial position,
results of operations, EPS, or cash flows. - ‘

Staff Accounting Bulletin (SAB) No. 108 - Considering the Effects of Prior Year Misstatements when Quantifying
Misstatements in Current Year Financial Statements was issued by the SEC in September 2006 and is effective for the
year ended December 34, 2006. SAB No. 108 requires a dual approach - evaluation of an error from both a financial
position perspective and results of operations perspective - when quantifying and evaluating the materiality of a
misstatement. The adoption of SAB No. 108 did not have a material impact on the Company s financial position, results
of operations, EPS or cash flows. :

3. Discontinued Operations
US Trust:

On Novémber 19, 2006, CSC entered into a definitive agreemernit with Bank of America pursuant to which Bank of
America will acquire all of the outstandlng common stock of U.S. Trust for $3.3 billion in cash. The transaction is
expected to close éarly in the third guarter of 2007. However, the closing is subject to (i) approval of new investment
advisor agreements for each of the Excelsior mutual funds by the applicable public fund board and the stockholders of
each fund, (i) regulatory approvals, and (iii) other customary closing conditions. The Company estimates it wul record a
pre-tax gain on the sale of approximately $1.9 billion. After-tax proceeds will be used for general corporate purposes,
including share repurchases and continued investment in Schwab Investor Services, Schwab Institutional, and Schwab
Bank. U.S. Trust comprised all of the previcusiy-reported U.S. Trust segment. .

The results-of operations, net of income taxes, and cash flows of U.S. Trust have been presented as discontinued
operations on the Company's consolidated statements of income and of cash flows for all periods, and the assets and
liabilities of U.S. Trust have each been combined and presented as assets and liabilities of discontinued operations on
the Company's consolidated balance sheets. The Company's consolidated prior period revenues, expenses, taxes on
income, assets, liabilities, and cash flows also reflect this presentation. .
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.

Summarized financial information for discontinuedoperations related to U.S. Trust is as follows: .
December 31) " ' . 2006 2005
Cash and cash equivalents . $. 625 - $ 428
Cash and investment segregated and on deposit for federal and other o
regulatory purposes < , , ' 11, 65
Loans to banking clients - net _ , ‘ 7,090 6,560
Securities owned | o : ' 2,571 2,662
Equipment, office facilities, and property - net - 97 . 98
Goodwill ' : " ‘ 390 390
Intangible assets - net o 119 129
Other assets ' S 442 474
Assets retained from discontinued operations : _(749) - (713)
Total assets . $ 10,596 '_$ 10,095
Liabilities . _ - ' _ . .
Deposits from panking clients (net of liabilities retained) . ' . $ 8,532 $ 7,138
Accrued expenses and other liabilities _ . K 379 371
Short-term borrowings . 101 672
Long-term debt _ : - 52 52
Total liabilities _ ' ' $ 9,064 $ 8233

The components of income from discontinued operations related to U.S. Trust are as follows:

2006 2005 - . 2004

Net revenues A $ 892 '$ 845 $ 786
tncome, before taxes V) $ 197 $ 158 - % 98
Tax benefit (expense) on income 2 $ 4136 $ (62) $ (34)
Income, net of tax (1.2 $ 333 $ 96 $ - 64

@ Includes $6 million pre-tax, or $4 million after tax, of transaction-related costs recorded in 2006. _
@ Includes an income tax benefit of $205 million recorded in 2006 related to the estimated excess of the tax basis of
- U.S. Trust stock over the book basis.

In 20086, the Company recorded a $205 million income tax benefit related to the estimated difference between the tax
and book bases of the Company's U.S. Trust stock. This amount is included in income from discontinued operations, net
of tax on the Company’s consolidated statements of income. When calculating the Company's gain on the sale of

U.S. Trust for income tax purposes, the tax basis will be the basis of U.S. Trust's prior stockholders in their shares as of
the date U.S. Trust was acquired by the Company, since the transaction qualified as a tax-free exchange. This tax benefit
is management’s current estimate and is based on publicly available information, including information on the )
composition of U.S. Trust’s stockholders at the acquisition date and the market price of U.S. Trust stock during relevant
periods. The final amount of the basis difference, which could differ from management’s estimate, will be determined .
following a survey of former U.S. Trust stockholders that the Company expects to complete in mid-2007. -
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The assets retained from discontinued operations reflect the excess cash held in certain Schwab brokerage client
accounts that is swept into a money market deposit account at U.S. Trust. In 2007, Schwab will términate this

» arrangement prior to the closing of the sale of U.S. Trust and move these balances to a similar existing arrangement with

Schwab Bank. At December 31, 2006 and 2005, these batances totaled $749 million and $711 million, respectively,
and are included in deposits from banking clients with a corresponding amount in assets retained from discontinued
operations on the Company's consolidated balance sheets. The interest expense related to these client deposit balances
is included in interest expense from continuing operations on the Company's consolidated statements of income of

$11 million, $6 million, and $2 million for 2006, 2005, and 2004, respectively. The corresponding interest revenue on .
the invested cash balances related to these deposits is included in interest revenue from continuing operations on the
Company's consolidated statements of income of $38 million, $22 million, and $6 million for 2006, 2005, and 2004,
respectively. The interest revenue amount is calculated using the Company’s funds transfer pricing methodology, which
is used by management to estimate the interest earned on the investment of these deposit balances.

Capital Markets Business:

'

In October 2004, the Company sold its capital markets business to UBS Securities LLC and UBS Americas Inc.
{collectively referred to as UBS). Pursuant to the agreement, UBS acquired all of the partnership interests of Schwab
Capital Markets L.P. and ali of the outstanding capital stock of SoundView Technology Group, Inc. {collectively referred to
as Schwab Soundview Capital Markets, or SSCM) for $265 miillion in cash. A summary of revenues and losses in 2004
for discontinued operations related to SSCM is as follows: net revenues of $226 million; loss on sale of $88 million,
which includes goodwill impairment charges of $95 million; total pre-tax loss of $199 million; and after-tax loss of

$128 million. Additionally, the Company recorded income of $4 million, or $3 miltion after tax, in 2006 and income of

$5 million, or loss of $5 million after tax, in 2005.

In addition to the restructuring reserves discussed in note "16 - Restructuring Charges and Reserves,"” the Company
retained certain restructuring-related obligations following the sales of SSCM and Charles Schwab Europe in 2004 and
2003, respectively, and recorded reserves for severance, fadlities leases and systems. A summary of the activity in

these reserves is as follows:

. Workforce . Facilities

Reduction Reduction __Total
Balance at December 31, 2003 $ 4 $ 12 $ 16
Restructuring charges (1) 75 38 113
Cash payments - net (55) B {60)
Non-cash charges @ (1) (7} (8)
Balance at December 31, 2004 23 38 _ 61
Restructuring charges (1 1 1 N 2
Cash payments - net (22) (x7) (39)
Non-cash charges (1) - ' (1)
Qther &) - 2 2
Balance at December 31, 2005 1 T 24 25
Restructuring credit (1) - (3} (3)
Cash payments - net {1) " (6) {7}
Balance at December 31, 2006 $ - $ 154 $ 15

1 Included in income (loss) from discontinued operations.
2 Primarily includes charges for officers’ stock-based compensation and write-downs of fixed assets.
3 Includes the reclassification of deferred rent amounts and the accretion of facilities restructuring reserves, which

are initially recorded at net present value.

4 The Company expects to substantially utilize the remaining facilities reduction reserve through cash payments for
the net lease expense over the respective lease terms through 2015.
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4, Securities Owned-

A summary of securities owned is as follows:

December 31, i i 2006 2005
Securities available for sale : _ ' $ 5988 $ 3725
Schwab Funds® money market funds 182 271
Fixed income, equity, and other securities . 163 166
Equity and bond mutual funds i 53 33

Total securities owned - $ 6386 $ 4,195

The amortized cost, estimated fair value, and gross unreahzed gains and !osses on securities available for sale are as
follows:

Gross - Gross .

_ Amortized - Unrealized Unrealized - . Fair
Pecember 31, 2006 Cost Gains Losses Value
Mortgage-backed securities: :
- Collateralized mortgage obllgatlons - $ 3115 $ 2 $ 19 $ 3,098
Federal agencies : 1.920 3 . 9 1,914
Total mortgage-backed securities : 5,035 5 28 < 5012
Corporate debt . i 677 - - 677
U.S. Treasury and federal agencies _ 249 - - 249
Certificates of deDOS|t 50 - - 50
Total : $ 6,011 $ 5 $ 28 $ 5988
Gross Gross
: : Amortized Unrealized Unrealized Fair
December 31, 2005 ' Cost ‘Gains Losses -~ Value
" Mortgage-backed securities: :
Collateralized mortgage obligations $ 2,210 $ 1 $ 20 $ 2191
Federal agencies - ' * 1,440 5 ' 10 1.435
Total mortgage-backed securities’ 3.650 6 ‘30 - 3,626
W.S. Treasury and federal agencies 100 ° - - 1 ' 99
. Iotal i $ 3,750 $ 6 $ 31 $_3.725

r

A summary of investments with unrealized Iosses, aggregated by category and period of continuous unreallzed loss, at
December 31 20086, is as follows:

\ Less than 12 months .
12 months orlonger Total
Fair  Unrealized Fair Unrealized Fair  Unrealized
Value Losses -Value Losses Value Losses
.Mortgage-backed securities: ' - o ‘ .
Collateralized mortgage obligations $ 974 $ 2 $1227 % 17 $2201 $ 19
Federal agencies : 649 2 402 7 1,051 9

__$ 24 $3252 $ 28

Management views the unrealized losses noted above as temporary as the decline in market value is attributable to
changes in interest rates and not credit quality. The number of investment positions with unrealized losses totals 149. .

The determination of whether or not other-than-temporary impairment exists is a matter of judgment. Factors considered

in evaluating whether a decline in value is other than temporary include: the financial conditions and near-term
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prospects of the issuer; the Company's intent and_abili‘ty 10 retain the investment for a period of time sufficient to allow
for any anticipated recovery; and the length of time and the extent to which the fair value has been less than cost.

The maturities of debt securities available for sale at December 31, 2006 are as follows:

December 31, 2006 Within. 1. Year 1-5 Years - 5-10 Years After 10 Years - Total
Mortgage-backed securities {1; Coe

Collateralized mortgage .
$ 3,098 - $ 3,098

obligations . - ; - -

Federal agencies - - $ 7 1,907 1,914
Total mortgage-backed securities e - 7 5,005 5,012
Corporate debt $ . 104 $ 483 - - 677
U.S. Treasury and federal agencies 209 40 - - . 249
Certificates of deposit 50 - - : - 50

. Estimated fair value | $ 4.53 $ 523 $ 7 % 5005 ~ $ 5988 °
Total amortized cost $ 453 $ 523 $ 7 $ 5028 $ 6,011
Net unrealized [9sses - - - _ $ 23 8 23

) Collateralized mortgage obligations have been allocated over maturity groupings based on contractual maturities.
. Expected maturities may differ from contractual maturities because borrowers have the right to prepay obligations *
with or without prepayment penalties.

Gross prcceeds and gross realized gains and losses refated to sales of securities available for sale are as follows.
Realized gains and losses of securities available for sale are included in other revenue on the Company's consolldated
income statements. :

: , 2006 2005 2004
Gross proceeds . . ' $ 81 $ 16 $ 312
Gross realized gains .- - - % 2
Gross realized losses - - $ 2

The Company’s positions in Schwab Funds® money market funds arise from certain overnight funding of clients’
redemption, check-writing, and debit card activities. Fixed income, equity, and other securities include fixed income
securities held to meet clients’ trading actwrtres and investments made by the Company relating to its deferred
compensation pfan. Equity and bond mutual funds include inventory maintained to facmtate certain Schwab Funds and
thlrd -party mutual fund chents transactions.

Securities sold, but not yet purchased of $20 mllllon at December 31, 2006 consrsted primarily of mutual fund shares
that are distributed to clients to satisfy their dividend reinvestment requests. Securities sold, but not yet purchased of
$15 million at December 31, 2005 consisted pnmarsly of equity positions which are held as a hedge agalnst securities
owned These securmes are recorded at market value in accrued expenses and other liabilities.

B. Receivables from Brokerage Clients . . <
Receivables from brokerage clients consist primarily of margin loans to brokerage clients of $10.4 billion at both

December 31, 2006 and 2005. Securities owned by brokerage clients are held as colfateral for margin lcans. Such
collateral is not reflected in the consolidated financial statements.
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’

6. Loans to Banking Clients and Related Allowance for Credit Losses.

An analysis of the composition of the loan portfolio is as follows:

December31 . i _ .- 2006 2005 -

Home equity lines of credit D $ 1,192 $ 1,193
Residential real estate mortgages . ) 1127 .. 746
Other , ' 19 - - 10
Total loans to banking clients = _ . : g . 2338 1,949
Less: allowance for credit losses - ' i _ (&) (3)
Loans to banking clients - net _ _ - $2334 $ 1,946

Included in the loan portfolio are non-accrual loans totaling $4 million at both December 31, 2006 and 2005 Non-

accrual loans are considered impaired by the Company, and represent all the Company’s nonperforming assets at both . .
December 31, 2006 and 2005. The amount of loans accruing interest that were contractually 90 days or more past due

was $1 million at both December 31, 2006 and 2005. For 2006 and 2005, the impact of interest revenue which would

have been earned on non-accrual loans versus interest revenue recognized on these loans was not material to the

Company’s results of operations.. ' -

Chargeof"fs related to the allowance for credrt Iosses on the loan portfolro were not material.for both 2006 and 2004.
There were no charge -offs during 2005 There were no recoveries for each of 2008, 2005, and 2004.

>

7. - Equipment, Office Facilities, and Property

I Equipment, office facilities, and property,are detailed below: o oo
December 31, - : . - . - 2006 - - 2005
Land _ o B o . - $ 52 ¢ 54 o
. Buildings - O o 382 458
Leasehold |mprovements s o 245 234
Furniture and equipment - o o .o ' 117 - 126
" Telecommunications equipment ) ' - 96 - 107 - ;
Information technology equrpment o - I ‘ 366 - 366
Software ' : R : 684 729
Software develoomentand construction in proeress . - — 2 3 -
Subtotal cT R 1,944 2,077 :
Accumulated depreciation and amortization _ ' : (1;342) (1,378)
Total equipment, office facilities, and property - net J . % e02 ° " $ 699
e { | ) ' g )
8.  Deposits from.Banking Clients ' . .

soT . ’ d
Deposits from banking clients consist of money market and other savings deposits, certificates of deposit, and
noninterest-bearing deposits. Interest-bearing deposits were $11.0 billion and $7.0 billion at December 31, 2006 and
2005, respectively. During the years ended December 31, 2006 and. 2005, the Company pa:d an average rate of 2.19%
and 1.32%, respectively, on its interest- bearrng deposits from banking clients. Noninterest- beanng deposits were not
material at both December 31, 2006 and 2005. Demand deposit overdrafts included as other loans wrthrn Ioans to
banklng clients were not material for both December 31,20062and 2005. s ‘ T
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9. Pavables to Brokers, Dealers, and Clearing Organizations

Payables to brokers, dealers, and clearing organizations consist primarily of securities loaned of $1.4 billicn and
$1.2 billion at December 31, 2006 and 2005, respectively. The cash collateral received from counterparties under
securities lending transactions was equal to or greater than the market value of the securities loaned.

"10. Payables to Brokerage Clients

The principal source of funding for Schwab’s margin lending is cash balances in brokerage client accounts. At
December 31, 2006, Schwab was paying interest at 2.5% on $15.8 billion of cash balances in brokerage client
accounts, which were included in payables to brokerage clients. At December 31, 2005, Schwab was paying interest at
2.1% on $20.9 billion of such cash balances. ‘

11. Borrowings

'CSC may borrow up to $800 million under a committed, unsecured credit facility with a group of eighteen banks which is
scheduied to expire in June 2007. This facility replaced a facility that expired in June 2008. The funds under this facility
are available for generat corporate purposes and CSC pays a commitment fee on the unused balance of this fadlity. The
financial covenants in this famhty require CSC to maintain a minimum level of stockholders’ equity, Schwab to maintain
minimum net capital rat|os as defined, and CSC’s depository institution subsidiaries, which include Schwab Bank and
U.8. Trust (currently reflected as a discontinued operation for financial statement purposes) to be well capitalized, as
defined. These facilities were unused at December 31, 2006 and 2005,

To manage short-term liquidity, Schwab maintains uncommutted, unsecured bank credit lines with a group of eight banks
totaling $842 million at December 31, 2006, CSC has access to $792 million of these credit lines. The amount
availabie to CSC under these lines is lower than the amount available to Schwab because the credit line provided by one
of these banks is only available to Schwab. There were no borrowings outstanding under these lines at December 31,
2006 and 2005. ' .

To satisfy the margin req'uirement of cliént option transactions with the Options Clearing Corporation (OCC), Schwab has
unsecured letter of credit agreements with eleven banks in favor of the OCC aggregating $930 million at December 31,
2006. Schwab pays a fee to maintain these arrangements. In connection with its securities lending activities, Schwabh is
required to provide collateral to certain brokerage clients. Schwab satisfies the collateral requirements by arranging
letters of credit {LOCs), in favor of these brokerage clients, which are issued by multiple banks. At December 31, 2006,
the aggregate face amount of these outstandmg LOCs totaled $173 million. No funds were drawn under these LOCs at
December 31, 2006 and 2005.

Long—fcerm debt con5|sts qf the following:

December 31, - ‘ ' _ 2006 » 2005

Senior Medium-Term Notes, Series A : v ¢ 262 " $ 330
Lease financing liability - . . 126 130
Fair value adjustment & _ - - "2
Mg -term debt ' - ~ : - $ 388 $- 462

@ Represents the fair vaiue adjustment related to hedged Medlum -Term Notes.
The aggregate principal amount of Senior Medium-Term Notes, Series A (Medium-Term Notes) outstanding at ,

December 31, 2006 had maturities ranging from 2007 to 2010. The aggregate principal amount of Medium-Term Notes
outstanding at December 31, 2006 and 2005 had fixed interest rates ranging from 6.52% to 8.05% and 6.21% to
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8.05%, respectively. At December 31, 2006 and 2005, the Medium-Term Notes carried a weighted-average interest rate

of 7.77% and 7.56%, respectively. ‘

Upon adoption of FIN No. 46 in the first quarter of 2003, the Company consolidated a Trust and recorded a note payable
of $235 million. This Trust was formed in 2000 to finance the acquisition and renavation of an office building and land.
In 2004, the Company exercised its option to purchase this property from the Trust and repaid $99 mitlion of the note
payable. Simultaneously, the Company completed a transaction on this property with American Financial Realty Trust, a
publicly-traded real estate investment trust, resulting in proceeds of $136 million, which was used to repay the
remainder of the note payable, and a 20-year lease. This transaction was accounted for as a financing lease. The
remaining lease financing liability of $126 million at December 31, 2006 is being reduced by a portion of the lease

payments over the 20-year term.

Annual maturities on long-term debt outstanding at December 31, 2006 are as follows:

2007 ' $ 43
2008 20
2009 14
2010 205
2011 6
Thereafter 100
Total 3 388
12. Taxes on Income
Income tax expense on income from continuing operations is as follows:
2006 2005 2004
Current; ’
Federal - ' . _ $ ~ 505 . $ 337 $ 185
State ' : 111 60 26
Total current - 616 397 211
Deferred: | .
Federal ' (25) (3) (M
State ‘ ' (6) - (1) {10}
Total deferred ‘ - (31) . (4) {14
Taxes onjncome : ' $ 585 $ 393 $ 197

The excess tax benefits from the exercise of stock options and the vesting of restricted stock awards, which for
accounting purposes are recorded in additional paid-in capital, were $64 million, $30 million, and $16 million in 2006,

2005, and 2004, respectively.
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The net income tax benefit from discontinued operations was $134 million in 2006 and includes a $205 million income
tax benefit related to the estimated excess of the tax basis of U.S. Trust stock over the book basis. The income tax
expense related to income from discontinued operations was $71 million in 2005, The income tax benefit related to loss
from discontinued operations was $37 million in 2004.

The temporary differences that created deferred tax assets and liabilities are detailed below:-

December 31, - 2006 2005
Deferred tax assets:

Excess tax basis of investment in subsidiary , ' $ 205 A
Employee compensation, severance and benefits 127 $ 95
Facilities lease commitments . 105 121
Reserves and allowances 25 25
Net unrealized loss on securities available for sale ' 9 10
Deferred income 9 12
Other : 14 14
Total deferred assets - 494 277
Deferred tax liabilities: '
Depreciation and amortization _ (43) (57)
Capitalized internal-use software development costs {45) (3]
Total deferred liabilities -(88) (106}
Net deferred tax asset $___ 406 $ 171

The Company determined that no vatuation allowance against deferred tax assets at December 31, 2006 and 2005 was
necessary. :

The effective income tax rate on income from continuing operations differs from the amount computed by applying the
federal statutory income tax rate as follows:

2006 - 2005 _ 2004

Federal statutory income tax rate : 35.0% 35.0% 35.0%

State income taxes, net of federal tax benefit - : 46 3.4 . 2.1

Other - . () {1.1)
Effective income tax rate 39.6% 38.3% 36.0%

The effective income tax rate including discontinued operations was 26.9% in 2006, 39.0% in 2005, and 35.9% in
2004, In 2006, the difference between the effective income tax rate on income from continuing operations and the
effective income tax rate including discontinued operations was prlmarlly due to the $205 million income tax benefit
discussed above. . . . .
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13. Employee lnoentwe. Deferred Compensation, and Retirement Plans

A summary of the Company s stock-based compensahon expense and related income tax benefit is as follows

- o 2006 . 2005 2004

Stock option expense ' $ 16 $ 2 ., $ 3
Restricted stock expense 7 23 15 23
Total stock-based domnensation 1.2) : $ 39 $ 17 $_26
Income tax benefj - mpensation 15 7 10

) Effective January 1, 2008, stock-based compensation is computed net of expected forfeitures
2 Total stock-based compensation including discontinued operations was $52 million, $23 million, and $62 mllllon in
2006, 2005, and 2004, respectively.

The Company issues shares for stock options and restricted stock awards from treasury stock. At December 31, 2006,
the Company was authorized to grant up to 36 million common shares under its existing stock inceptive plans.

As of December 31, 20086, there was $135 million of total unrecognized compensation ¢ost, net of forfeitures, related to
outstanding stock option and restricted stock awards which is expected to be recogmzed through 2011 with a
remaining weighted-average period of 2.0 years.

Stock Option Plans

The Company's stock incentive plans provide for granting options to employees, officers, and directors. Options are
granted for the purchase of shares of common stock at an exercise price not less than market value on the date of
grant, and expire within seven or ten years from the date of grant. Options generaliy vest annually over a three- to four-
year period from the date of grant. Certain options are granted at an exercise price above the market value of common
stock on the date of grant (i.e., premium-priced options).

The Company's stock option actlwty (including options heid by employees of discontinued operatlons) is summarized
below:

Weighted-
Weighted- Average
Average Remaining  Aggregate
Number Exercise Price Contractual Intrinsic
of Options _per Share - Life {in years) Value
QOutstanding at December 31, 2005 T 115 $ 15.33
Granted - 6 $ 18.76
Exercised : (24) $ 10.67
‘Forfeited _ (2) $ 10.29
Expired A . __{6) $ 2543
Qutstanding at December31 2006 89 $ 16.22 3.97 $ 434

Vested and exercisable at December 31, 2006 7 6.4 B9 387
The eggregate intrinsic value in the table above represents the difference between CSC’s closing stock price and the
exercise price of each in-the-money option on the last trading day of the period presented. '

’ }
The weighted-average fair value of options granted during each of the years 2006, 2005, and 2004 was $5.43, $2.56,
and $2.75 per share, respectively. Cash received from options exercised for each of the years 2006, 2005, and 2004
was $252 million, $115 million, and $51 million, respectively. The total tax benefits recognized from the exercise of
employee stock options during each of the years 2006, 2005, and 2004 was $57 million, $30 million, and $23 million,
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respéctively. The total intrinsic value of options exercised during each of the years 2008, 2005, and 2004 was
$149 million, $80 million and $63 million, respectively.

Management uses a binomial option pricing model for all options granted. The binomial model takes into account the
contractual term of the stock option, expected volatility, dividend vield, and risk-free interest rate. Expected volatility is
based on the implied volatility of publicly-traded options on CSC's stock. Dividend yield is based on the average historical
CSC dividend yield. The risk-free interest rate is based on'the yield of a U.S. Treasury zero-coupon issue with a remaining
term equal to the contractual term of the option. Management uses historical option exercise data, which includes
employee termination data to estimate future option exercise probability. Management uses the Black- Scholes model to
solve for the expected life of options valued with the binomial model. The assumptions used to value the Company's
options and their expected life were as follows: . .

2006 2005 2004
Weighted-average expected dividend yield A46% .48% .48% _
Weighted-average expected volatility ‘ 29% 28% ' 35%
Weighted-average risk-free interest rate 4.7% 4.1% 3.9%
Expected life (in years) . : 25-58 10-40 11-44

Pro Forma {nformation for Periods Prior to the Adoption of SFAS No. 123R

Prior to the adoption of SFAS No. 123R, the Company applied Accounting Principles Board Opinion No. 25 and related
interpretations, for its stock-based employee compensation plans. Because the Company grants stock option awards at
an exercise price not less than market value, there was no compensation expense recorded when the awards were
granted. Had compensation expense for the Company’s stock option awards been determined based on the fair value at
the grant dates for awards under those plans consistent with the fair value method of SFAS No. 123, the Company
would have recorded additional compensation expense and its net income and EPS would have been reduced to the pro_
forma amounts presented in the followmg table:

2005 2004

Expense for stock-based compensation (after tax)(l):
As reported $ 14 $ 39
Pro forma (% $ 58 $ 127
Net income:
As reported $ 725 $ 286
Pro forma . $ 681 -~ $ 198
Basic EPS: ’ o . - -
As reported : $ 56 $ 21
Pro forma .3 .53 $ .15
Diluted EPS: . , '
As reported ) : $ 55 $ 21
Pro forma : $ .52 $ .15

@ Includes dlscontmued operations.
(2 Includes pro forma compensation expense related to stock options granted during the periods presented and prior
periods.

Restricted Stock Plans

The Company's stock incentive plans provide for granting restricted stock awards to employees and officers. Restricted
stock awards are restricted from transfer or sale and generally vest annually over a four-year period, but some vest
based upon the Company or one of its subsidiaries achieving certain financial or other measures. The fair value of
restricted stock awards is based on the market price of the Company's stock on the date of grant and is generally
amortized to restricted stock expense on a straight-line basis over the requisite service period. The total fair value of the
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4

restricted stock awards that vested during each of the years 2006, 2005, and 2004 was $55 million, $33 million, and
$44 million, respectively. _ -

The unrecognized compensation cost of $81 million related to cutstanding restricted stock awards was recorded as
unamortized stock-based compensation in stockhotders’ equity at December 31, 2005. With the adoption of SFAS No.
123R, the unrecognized compensation cost related to outstanding restricted stock-awards granted prior to January 1,
2006 was charged to additional paid-in capital.

The Company's restricted stock awards activity (including awards held by employees of discontinued operations} is
summarized below: . . :

Weighted-

Average Grant
Number Date Fair Value
___of Shares per Share
Qutstanding at December 31, 2005 ) 8 $11.76
Granted . ' 5 . $17.79
Vested ' . (3) $11.16
Forfeited * ' , (1) _$12.46

Qutstanding at December 31, 2006 9 - $ 15.06

Long-term Incentive Plans

Eligible officers may receive LTIP units under the Company's long-term incentive program. These awards are restricted
from transfer or sale and generally vest annually over a three- to four-year performance pericd. The cash payout of the
LTIP units, which may range from $0 to $4 per unit, will be made foliowing the end of the performance period based
upon thé Company achieving certain cumulative EPS levels.

LTIP unit information (including units held by employees of discontinued operations) is as follows:

: . 2006 . 2005 2004
LTIP units granted during the year . ‘ : ' - ’ 44 . 54
LTIP uhits outstanding at yearend ' _ 117 124 91
LTIP unit compensation expense - 3 78 $ 37 $ 15

LTIP liability at year end . $ 140 $ 61 $ 24

Other Deferred Compensation Plans

The Company sponsors deferred compensation plans for eligible officers and non-employee directors. The Company’s
deferred compensation plan for officers permits participants to defer the payment of certain cash compensation. The
deferred compensation liability was $145 million and $129 million at December 31, 2006 and 2005, respectively. The
Company's deferred compensation plan for non-employee directors permits participants to defer receipt of all or a
portion of their directors’ fees and to receive either a grant of stock options, or upon ceasing to serve as a director, the
number of shares of CSC’s common stock that would have resulted from investing the deferred fee amount into CSC's
common stock.

Retirement Plan -

Eligible employees of the Company who have met certain service requirements may participate in the Company's
qualified retirement plan, the SchwabPlan® Retirement Savings and Investment Plan. The Company may match certain
employee contributions or make additional contributions to this plan at its discretion. Total company contribution
expense was $47 million in 2006, $41 million in 2005, and $40 million in 2004.
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14. Accumulated Other Comprehensive Loss

Accumulated other comprehensive loss represents cumulative gains and losses that are not reflected in earnings. The
components of other comprehensive income (l0ss}) are as-follows: ‘ -

2006 2005 2004
Before Tax Netof Before Tax Netof Before Tax Netof
tax effect tax tax _ effect tax tax  effect tax
Foreign currency translation adjustment  $ 1 - % 1 $ (1) - % () $ 1 - % 1

Securities available for sale:
Net unrealized gain (loss) arising
during the year .9 % (2 7 © (B4) $ 25 (39) (15) $ 6 {9)
Reclassification adjustment for
realized loss included in net *

income . - - - - - - 2 (1) 1
Net unrealized gain (loss) on securities

available for sale 9 2y 7 (64 25 . (39) (13) 5 (8)
Hedging instruments: .
Net unrealized gain arising .
during the year 4 {2) 2 20 (8) 12 T26 {(10) 16
Reclassification adjustment for ) .
realized gain included in net

income - (13) 5  (8) - - - (1) S ¢
Net unrealized gain (loss) on cash flow . : ,

hedging instruments (9) 3 (6) 20 8 12 25 (10} 15

Other comprehensive.income (loss) $ 1 % 1 $ 2 $ (45 $ 17 $(28___$ 13 ¢ (51 § 8

Accumulated other comprehensive l0ss balances were:

_ Net unrealized Net unrealized Total accumulated
Foreign currency gain (loss) on gain (loss) on cash " other
translation securities flow hedging  comprehensive
adjustment__available for sal instrumen |
Balance, December 31, 2003 - $ 5 $ (18 .$ (13)
Net change : $ 1 (8) 15 8
Balance, December 31, 2004 1 {3) {3) (5)
Net change (1) (39} 12 - {28)
Balance, December 31, 2005 - ' (42) 9 - (39)
Net change . 1 ) 7 (6} ' 2
Adjustment to initially apply SFAS No. 158, - : :
net of tax - : - - (5)
Balance, December 31, 2006 $ 1 $ (35) $ 3 % (36)
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15. Eamings Per Share

Basic EPS is computed by dividing net income by the weighted-average number of common shares outstanding for the
period. Diluted EPS is computed by dividing net income by the weighted-average number of common shares plus the .
effect of difutive potential common shares outstanding for the period using the treasury stock method. Dilutive potential
common shares include outstanding stock options and unvested restricted stock awards. EPS under the basic and
diluted computations are as follows:

- 2006 2005 2004
Net income $ 1,227 $ 725 $ 286
Weighted-average common shares outstandmg basic 1,270 1,295 1,343
Common stock equivatent shares related to stock incentive plans 16 13 22
_gmed_a\aeraae_cgmmgn_sna&s_autsiandina diluted:l) 1,286 "~ 1,308 1,365
Basic EPS: i
income from continuing operations $ .70 $ A9 $ .26
income (loss) from discontinued operations net of tax $ 27 $ .07 $ {.05)

. Net income $ 97 $ 56 $ 214

Diluted EPS; ) :
Income from continuing operations ' $ .69 $ A48 $ 26
Income (loss) from discontinued Operations net of tax : $ 26 0 0% 07 $ (05
Net income : $ - .95 $ 55 $ 21

{1 Antidilutive stock options and restricted stock awards excluded from the calculation of diluted earnings per share
were 35 million, 71 million, and 91 million shares for the years ended December 31 20086, 2005, and 2004,
respectively. '

16. Restructuring Charges and Reserves

In 2005 and 2004, the Company recorded pre-tax restructuring charges of $16 million and $186 million, respectively,
primarily comprised of severance costs and facilities reduction charges related to its past restructurlng initiatives, These
past restructuring initiatives were completed in the first half of 2005.
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A summary of the activity in the restructuring reserve related to the Company’s past restructuring initiatives is as follows:

Workforce - Facilities .

Reduction Reduction . . .Total
Balance at December 31, 2003 ) $ 21 $ 188 - % 209
Restructuring charges : : 118 68 ) 186
Cash payments - net : (83) (75) ~ {158)
Non-cash charges @ - : (11) . {4) (15)
Qther @ 7 - 7 7 7
Bzlance at December 31, 2004 45 184 229
Restructuring charges ., 23 ’ {7} 16
Cash payments - net o (60) _ - (87) {127)
Non-cash charges @ : _ B (3) ' 2 - (5)
Othert i - 7 i 19
Balance at December 31, 2005 5 127 132
Cash payments - net . {5) (35) (40)
Other @ - 5 5
Balance at December 31, 2006 $ - $ 973 $ 97

1 Primarily includes charges for officers’ stock-based compensation and write-downs of fixed assets. .

@ Includes the reclassification of deferred rent amounts in 2005 and the accretion of facilities restructuring reserves
in 2006, 2005, and 2004, which are initially recorded at net present value. Accretion expense is recorded in
occupancy and equipment expense on the Company's consolidated statements of income.

3 The Company expects to substantially utilize the remaining facilities reduction reserve through cash payments for
the net lease expense over the respective lease terms through 201.7.

In addition to these restructuring reserves, see note "3 - Discontinued Operations” for a discussion of the Company’s
restructuring reserves related to discontinued operations. All restructuring reserve liabilities are included in accrued
expenses and other liabilities on the Company’s consolidated balance sheets.

The actual costs of the remaining restructuring reserves related to these restructuring initiatives could differ from the
estimated costs, depending primarily on the Company's ability to sublease properties.

»

"17. Regulatory Requirements

CSC is a financial holding company, which is a type of bank holding company subject to supervision and regulation by
the Federal Reserve Board under the Bank Holding Company Act of 1956, as amended (the Act). In July 2006, USTC
(currently reflected as a discontinued operation for financial statement purposes) became a financial holding company.

. The Act permits financial holding companies to engage in activities that are financial in nature, including banking,
securities brokerage, underwriting, dealing in or making a market in securities, investment management services and
insurance activities. The Federal Reserve Board may impose limitations, restrictions, or prohibitions on the activities or
acquisitions of a financial holding company if the Federal Reserve Board believes that the company does not have the
appropriate financial and managerial resources to commence or conduct an activity, make an acquisition, or retain
ownership of a company. The Federal Reserve Board may also take actions as appropriate to enforce applicable federal
law. )

Federal Reserve Board policy provides that a bank holding company generally should not payucash dividends unless its
net income is sufficient to fully fund the dividends and the company's prospective retained earnings appear to be
sufficient to meet the capital needs, asset quality and overall fmancnal _condition of the holding company and its .
depository institution subsidiaries.
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CSC’s primary depository institution subsidiaries are Schwab Bank and United States Trust Company, National -
Association (United States Trust NA). The operations and financial condition of CSC's depository institution subsidiaries '
are subject to regulation and supervision.and to various reqwrements and restrictions under federal and state law,
including regulatory capital guidelines. Among other thlngs these” reqwrements govern transactions with CSC and its
non-depository institution subsidiaries, including loans and other extensions of credit, investments or asset purchases, .
dividends and mvestments The federal banking agencies have broad powers to enforce these regulations, including the
power to terminate deposit i insurance, impose substantial fines and other civil and criminal penalties, and appoint a.
conservator or receiver. Under the Federal Deposit Insurance Act, CSC's insured depository institutions could be subject
to restrictive actions if they were to fall within one of the lowest three of five capital categories.

Under the Act, the Federal Reserve Board has established consolidated capital requirements for bank holding '
companies. CSC and USTC are subject to those guidelines. The Act prohibits the Federal Reserve Board from imposing
capital requirements on functionally regulated non-depository mstltution subsudnarles ofa flnanmal holdmg company,
such as broker-dealers and mvestment advisors.

To maintain its status as a fin'ancial holding company, each of CSC's depository institution subsidiaries must be kept

“well capitalized™and “well managed.” n addition, each of CSC’s insured depository institution subsidiaries must be
rated “satisfactory” or better in meeting the reqwrements of the Community Reinvestment Act of 1977 in order for CSC
to engage in new financial activities or enter into certain acquisitions of companies engaged in financial activities. At
December 31, 2006, CSC and its depository institution subsidiaries met all the above requirements.

R
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The regulatory capital and ratios including discontinued operations are as follows: .

“Minimum Capital Minimum t¢ be

Actual - Reguirement Well Capitalized &
December 31, 2006 Amount Ratio -Amount Ratio * Amount Ratio
Tier 1 Capital: =~ Company $.4,137 155% $ 1,066 40% N/A
Schwab Bank $ 705 14.1% $ 200 4.0% $. 300 6.0%
U.S. Trust $ 875 13.6% $ 258 4.0% N/A
United States Trust NA {1 $ 735 11.7% $ 252 4.0% $ 377 -6.0%
Total Capital: Company . $ 4,168 15.6% $ 2,132 8.0% N/A
. . Schwab Bank $ 709 14.2% $ 400 8.0% $ 500 10.0%
U.S. Trust $ 901 14.0% $ 516 8.0% N/A
United States Trust NA (2 $ 761 12.1% $ 503 8.0% $ 629 10.0%
Leverage: Company $ 4,137 £8.9% $ 1,857 4.0% N/A
Schwab Bank $ 705 67% $ 420 ‘40% $ 525 5.0%
U.S. Trust . $ 875 T7.9% $ 443  4.0% N/A
United States Trust_NA 1} % 7357 6.8% $ 434 4.0% $ 543 5.0%
' Minimum Capital Minimum to be
Actual Requirement Well Capitalized &}
December 31, 2005 . Amount  Ratio Amount ___ Ratio Amount  Ratio
Tier 1 Capital: ~ Company $ 3,586 15.3% $ 936 4.0% N/A
' Schwab Bank $ 553 214% $ 104 4.0% $ 155 6.0%
U.S. Trust $ 780 13.4% $ 233 4.0% N/A
U.S. Trust NY @ $ 450 Q,9% $ 182 4,0% $ 273 6.0%
{.S. Trust NA (D $ 298 225% $ .53 4.0% $ 79 6.0%
Total Capital: Company $ 3617 155% - $ 1,871 8.0% N/A
Schwab Bank $ 556 21.5% $ 207 8.0% $ 259 10.0%
U.S. Trust $ 806" 13.8% $ 466 8.0% N/A
U.S. Trust NY (D $ 472 104% $ 364 8.0% $ 455 10.0%
U.S. Trust NA{L $ 302 228% $ 106 8.0% $ 132 10.0%
Leverage: Company $ 3,686- 8.0% $ 1,794 4.0% N/A
Schwab Bank @ $ 553 8.6% $ 257 - 4.0% $ 321 5.0%
U.S. Trust $ 780 7.7% $ 408  4.0% N/A
U.S. Trust NY (1} $ 450 6.1% $ 296 4.0% $ 370 5.0%
U.S. Trust NAW $ 298  9.4% $_ 126  40% $ 158 5.0%

N/A Not applicable.

® [n the first quarter of 20086, United States Trust Company of New York (U.S. Trust NY) and U.S. Trust Company
National Association (U.S. Trust NA) merged into a single national bank named United States Trust Company, ‘
National Association (United States Trust NA). ’

@ Schwab Bank was subject to a minimum tier 1 leverage ratio of 8% for its first three years of operations (i.e.,
through April 2006).

3)  Applicable only to depository institutions.

Based on their respective regulatory capital ratios at December 31, 2006 and 2005, Schwab Bank and United States
Trust NA are considered well capitalized (the highest category) pursuant to banking regulatory guidelines. There are no
conditions or events that management believes have changed Schwab Bank’s or United States Trust NA's well-
capitalized status. ' ‘
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CSC's depository institution sUbsidiaries are required, under federal regulations, to maintain reserve balances at the
Federal Reserve Bank based on deposit levels. These amounts are included in cash and investments segregated and on
deposit for federal or other regulatory purposes. The average balances were $63 million in 2006 and $97 million in
2005.

Schwab is subject to the Uniform Net Capital Rule under the Securities Exchange Act of 1934 (the Rule). Schwab
computes net capital under the alternative method permitted by this Rule. This method requires the maintenance of

. minimum net capital, as defined, of the greater of 2% of aggregate debit balances arising from client transactions or a
mirimum dollar requirement, which is based on the typerof business conducted by the broker-dealer. At December 31,
2006, 2% of aggregate debits was $227 million, which exceeded the mintimum dollar requirement for Schwab of
$250,000. At December 31, 2006, Schwab’s net capltal was $1.1 killion (10% of aggregate debit balances) which was
$850 million in excess of its minimum required net capital and $511 million in excess of 5% of aggregate debit '
balances. Under the alternative method, a broker-dealer may not repay subordinated borrowings, pay cash dividends, or
make any unsecured advances or [0ans to its parent or employees if such payment would result in net capital of less.
than 5% of aggregate debit balances or less than 120% of its minimum dollar requirement.

-Schwab-had portions of its cash and investments segregated for the exclusive benefit of clients at December 31, 2006,
in accordance with applicable regulations.

18.- Commitments and Contingent Liabilities _— ] '
Operatmg leases and other commitments: The Company has noncancelable operating leases for office space and

equipment. Future minimum rental commitments under these leases net of committed. subleases, at December 31,
2006 are as fol!ows Coe

Operating

Leases S Subleases (1) Net
2007 . : C. $ 165 . $ (44) . $ 121
2008 . . : ' -, - 1862 : (40) o 112
2009 . : ’ : 138 (38) 100
2010 . o 127 - K (32) 95
2011 . Co . 101 .o . (26) 75
Thereafter - . : : 394 (126) 268

Total . ' __ $ 1077 _$  (306) $ 771

@ Amounts include facilities under the Company’s restructuring ini_tiativé_s.'.

Certain leases contain proVisions.for renewal options, purchase options, and rent escalations based on increases in
certain costs incurred by the lessor. Rent éxpense was $166 mitiion in 2006 $164 million in 2005, and $213 million in
2004, .

S
¥
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Purchase Obligations: The Company has purchase obiigations for services such as advertising and marketing,
telecommunications, professional services, and hardware- and software-related agreements. At December 31, 2006
the Company has purchase ohligations as follows:

2007 , . ;% 279

2008 : ‘ ;. ' 90
2009 ' o 32
2010 : . N
2011 - _ 3 : . ~ . 6
Thereafter . i -
Total ‘ $ 413

+

Guarantees: The Company recognizes, at the inception of a guarantee, a liability for the estimated fair value of the
obligation undertaken in issuing the guarantee. The fair values of the obligations relating to standby LOCs are estimated
based on fees charged to enter into similar agreements, considering the creditworthiness of the counterparties. The fair
values of the obiigations relating to other guarantees are estimated based on transactions for similar guarantees or
expected present value measures. ‘ '

In the normal course of business, the Company.provides certain indemnifications (i.e., protection against damage or
loss) to counterparties in connection with the disposition of certain of its assets. Such indemnifications are generally
standard contractual terms with various expiration dates and typically relate to title to the assets transferred, ownership
of intellectual property rights {e.g.; patents}, accuracy of financial statements, compliance with laws and regulations,
failure to pay, satisfy or discharge any liability, or to defend claims, as well as errors, omissions, and misrepresentations.
The maximum potential future liability under these indemnifications cannot be estimated. The Company has not
recorded a liability for these indemnifications and believes that the occurrence of events that would trigger payments
under these agreements is remote. :

Separately, the Company has guaranteed certain payments-in the event of a termination of certain mutual fund sub-
advisor agreements, related to the adoption of AXA Rosenberg LLC's U.S. family of mutual funds, known as the Laudus
Funds™. Additionally, the Company has provided indemnifications related to facility leases and technology services to a
counterparty in connection with the disposition of certain of its assets. At December 31, 2006, the Company's maximum
potential future liability under these agreements was approximately $140 million. Further, as discussed below under -
“Legal contingencies,” the Company provided an indemnification to UBS for expenses associated with certain litigation.
At December 31, 20086, the Company has a recorded liability of approximately $30 million reflecting the estimated fair
value of these guarantees and indemnifications. The fair value of these guarantees and indemnifications is not
necessarily indicative of amounts that would be paid in the event a payment was reguired.

The Company has clients that sell (i.e., write) listed option contracts that are cleared by various clearing houses. The
clearing houses establish margin requirements on these transactions. The Company satisfies the margin requirements
by arranging LOCs, in favor of the clearing houses, which are issued by multiple banks. At December 31, 2006, the
aggregate face amount of these outstanding LOCs totaled $930 million. In connection with its securities lending
activities, Schwab is required to provide collateral to certain brokerage clients. Schwab satisfies the collateral
requirements by arranging LOCs, in favor of these brokerage clients, which are issued by multiple banks. At

December 31, 2006, the aggregate face amount of these outstanding LOCs totaled $173 million. No funds were drawn
under these LOCs at December 31, 2006,

* The Company also provides guarantees to securities clearing houses and exchanges under their standard membership
agreement, which requires members to guarantee the performance of other members. Under the agreement,-if another
member becomes unable to satisfy its obligations to the clearing houses and exchanges, other members would be
required to meet shortfalls. The Company's liability under these arrangements is not quantifiable and may exceed the
cash and securities it has posted as collateral. However, the potential requirement for the Company to make payments
under these arrangements is remote. Accordingly, no liability has been recognized for these transactions.
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Legal contingencies: The Company is subject to claims and lawsuits in the ordinary course of business, including

arbitrations, class actions, and other litigation, some of which include claims for substantial or unspecified damages. .

The Company is also the subject of inquiries, investigations, and proceedings by regulatory and cther governmental

agencies. In addition, the Company is responding to certain litigation claims brought against former subsidiaries
_pursuant to indemnities it has provided.to purchasers of those entities.

The Company believes it has strong defenses in all significant matters currently pending and is vigorously contesting
liability and the damages claimed. Nevertheless, some of these matters may result in adverse judgments or awards,
including penaities, injunctions, or other relief, and the Company may also determine to settle a matter because of the
uncertainty and risks of 1|t|gat|on Predicting the outcome of a matter is inherently difficult, particularly- where claimants
seek substantial or unspecified damages, or when investigations or legal proceedings are at an early stage. In many
cases, including most class action lawsuits, it is not possible to determine whether a loss will be incurred or to estimate
the range of that loss until the matter is close to resolution. However, based on current information and consultation

with counsel, management believes that the resolution of matters currently pending, including those described below,
will not have a material adverse impact on the financial condition or cash flows of the Company, but could be material to
the Company’s operating results for a particular future period, depending an results for that period. '

As part of the sale of SSCM to UBS, the Company agreed to indemnify UBS for expenses associated with certain
litigation, including multiple purported securities class actions against SoundView and certain of its subsidiaries filed in

-the United District Court for the Southerri District of New York, brought on behalf of persons who either directly or in the
aftermarket purchased IPO securities between March 1997 and December 2000. The Company is vigorously contésting
the clalms on behalf of Soundvlew .

19. Financial Instruments Subject to Off-Balance Sheet Risk, Credit Risk, or Market Risk

Securities lending: Through Schwab, the Company loans client securities temporarily to other brokers in connection with
its securities lending activities. The Company receives cash as collateral for the securities loaned. Increases in security
prices may cause the market value of the securities loaned to exceed the amount of cash received as collateral. In the
event the counterparty to these transactions does not return the loaned securities or provide.additional cash collateral,
the Company may be exposed to the risk of acquiring the securities at prevailing market prices in order to satisfy its
client obligations. The Company mitigates this risk by requiring credit approvals for counterparties, by monitoring the -
market value of securities loaned, and by reqdiring additional cash as coliateral when necessary. The market value of .
Schwab’s client securities pledged in securities lending transactions to other broker-dealers was $1.3 billion and

- $1.2 hillion at December 31, 2006 and 2005, respectively. Additionally, Schwab borrows securities from other broker-
dealers to fulfill short sales of its clients. The market value of these borrowed.securities was $401 millicn and

$474 million at December 31, 2006 and 2005, respectively.

Client trade settlement: The Company is obllgated to settle transactions W|th brokers and other financial institutions
even if its clients fail to meet their ohligations to the Company. Clients are required to complete their transactions on
settlement date, generally three business days after trade date. If clients do not fulfill their contractual obligations, the
Company may incur losses. The Company has established procedures to reduce this risk by requiring deposits from
clients in excess of amounts prescribed by regulatory requirements for certain types of trades, and therefore the
potential for Schwab 10 make payments under these client transactlons is remote. Accordlngiy, no Ilablllty has been
recognized.for these transactions. ‘

Margin lending: Schwab provides margin loans to its clients which are collateralized by securities in their brokerage
accounts. Schwab may be liable for the margin requirement of-its client margin securities transactions. As clients write
options or sell securities short, the Company may incur losses if the clients do not fulfill their obligations and the
collateral in client accounts is not sufficient to fully cover losses which clients may incur from these strategies. To
mitigate this risk, the Company monitors required margin levels and clients are required to deposit additional collateral,
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or reduce positions, when necessary. Clients with margin loans have agreed to allow Schwab to ptedge collateralized
securities in their brokerage accounts in accordance with federal regulations. Schwab was allowed, under such
regulations, to pledge securities with a market value of $14.8 billion and $14.9 billion at December 31, 2006 and
2005, respectively. The market value of Schwab's client securities pledged to fulfill the short sales of its clients was
$1.4 billion and $825 million at December 31, 2006 and 2005, respectively. The market value of Schwab's client
securities pledged to fulfill Schwab's proprietary shoit sales was $33 million and $22 million at December 31, 2006 and
2005, respectively. Schwab has also pledged a portion of its securities owned in order to fulfill the short sales of clients
and in connection with securities lending transactions to other broker-dealers. The market value of these pledged
securities was $5 million at both December 31, 2006 and 2005. The Company may also pledge client securities to fulfill
client margin requirements for open option contracts established with the OCC. The market value of these pledged
securities to the OCC was $151 million and $595 million at December 31, 2006 and 2005, respectively.

Financial instruments held for trading purposes: The Company maintains inventories in securities on a long and short
basis relating to its fixed income operations. The Company could incur losses or gains as a result of changes in the
market value of these securities. To mutlgate the risk of losses, long and short positions are marked to market and are
monitored by management to assure compliance with limits established by the Company.

Resale and repurchase agreements: Schwab enters into coliateralized resale agreements principally with other broker-
dealers, which could result in losses in the event the counterparty to the transaction does not purchase the securities
held as collateral for the cash advanced and the market value of these securities declines. To mitigate this risk, Schwab.
requires that the counterparty deliver securities to a custodian, to be held as collateral, with a market value in excess of
the resale price. Schwab also sets standards for the credit quality of the counterparty, monitors the market value of the
underlying securities as compared to the related receivable, including accrued interest, and requires additional collateral
where deemed appropriate. At December 31, 2006 and 2005, the market value of collateral received in connection with
resale agreements that is available to be repledged or sold was $4.8 billion and $8.2 hillion, respectively. For Schwab to
repledge or sell this collateral, it would be required to deposit into its segregated reserve bank accounts cash and/or
securities of an equal amount in order to meet its segregated cash and investment requirement.

Concentration risk: The Company’s most significant concentration of risk is its exposure to securities issued or
collateralized by the U.S. Government and its agencies (U.S. Government securities). The Company’s direct market risk
exposure, primarily from investments in securities available.for sale, amounted to $2.2 hillion and $1.6 billion at
December 31, 2006 and 2005, respectively. The Company maintains indirect exposure to U.S. Government securities
held as collateral to secure its resale agreements. The Company's primary credit exposure on these resale transactions
is with its counterparty. The Company would have exposure to the U.S. Government securities only in the event of the
counterparty’s default on the resale agreements. U.S. Government securities held as collateral for resale-agreements at
December 31, 2006 and 2005 totaled $4.8 billion and $8.2 billicn, respectively.

Commitments to extend credit; In the normal course of business, Schwab Bank enters into varicus transactions involving
off-balance sheet financial instruments to meet the needs of their clients and to reduce their own exposure to interest
rate risk. The credit risk associated with these instruments varies depending on the creditworthiness of the client and
the value of any collateral held. Collateral requirements vary by type of instrument. The contractual amounts of these
instruments represent the amounts at risk should the contract be fully drawn upon, the client default, and the vaiue of
any emstmg coliateral become worthless.

Credit-related financial instrurnents represent firm commitments to extend credit (firm commitments). Firm

- commitments are legally binding agreements to lend t6 a client that generally have fixed expiration dates or other
termination clauses, may require payment of a fee and are not secured by collateral until funds are advanced. Collateral
held includes marketable securities, real estate mortgages or other assets. The majority of Schwab Bank's firm
commitments are related to mortgage lending to banking clients. Firm commitments totaled $2.7 billion and $2.2 bnllton
at December 31, 2006 and 2005, respectively.,
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. . ‘ .
Interest rate Swaps: CSC uses Swaps to effectively convert the interest rate characteristics of a portion of its Medium-
Term Notes from fixed to variable. These Swaps are structured for CSC to receive a fixed rate of interest and pay a
variabie rate of interest based on the three-month LIBOR rate. The variabie interest rates reset every three months
Information on these Swaps is summarized in the following table:

December 34. ' " o 2006 2005

Notional principal amount ‘ e ' : $ 253 $ 293
Weighted-average variable interest rate T 7.91% 6.86%
Weighted-average fixed interest rate ‘ 7.78% 757% -

Weighted-average maturity {in years) 2 7 33

These Swaps have been designated as fair value hedges under SFAS No. 133, and are recorded on the Company [

_consolidated balance sheet. Changes in fair value of the Swaps are offset by changes in fair value of the hedged
Medium-Term Notes. Therefore, there is no effect on net income. At December 31, 2006 and 2005, CSC recorded a
derivative asset of approximately $500,000 and $2 million, respectively, for these Swaps. Concurrently, the carrying
value of the Medium-Term Notes was increased by approximately $500,000 and $2 million at_ December 31, 2006 and
2008, respectively.

Forward sale and'interest rate lock dommitmeénts: Schwab Bank’s loans held for sale portfolio consists of fixed- and
adjustable-rate mortgages, which are subject to a loss in value when market interest rates rise. Schwab Bank uses
forward sale commitments to manage this risk. These forward sale commitments have been designated as cash flow
hedging instruments of the loans held for sale. Accordingly, the fair values of these forward sale commitments are:
recorded on the Company’s consolidated balance sheet, with gains or losses recorded in other comprehensive income
{loss). Amounts included in other comprehensive income (loss) are reclassified into earnings when the related loan is.
sold. At both December 31, 2006 and 2005, the derivative asset and liability recorded by Schwab Bank for these
forward sale commitments was immaterial.. =
. S |
Additionally, Schwab Bank uses forward sale commitments to hedge interest rate lock commitments issued on mortgage
loans that will be held for sale. Schwab Bank considers the fair value of these commitments to be zero'at the
commitment date, with subsequent changes in fair value determined solely based on changes in market interest rates.
-Any changes in fair value of the interest rate lock commitments are completely offset by changes in fair value of the
related forward sale commitments. Schwab Bank had interest rate lock commitments on mortgage loans to be held for
sale with prrncrpal balances totaling approximately $122 million and $112 million at December 31, 2006 and 2005,
respectively. At both December 34, 2006 and 2005, the derivative asset and liability recorded by Schwab Bank for these
interest rate lock commitments and the related forward sale commltments was immaterial.

v oL
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20.- Feir Value of Financial Instruments

Substantially all of the Company’s financial instruments are recorded at estimated fair value or amounts that . -
approximate fair value. The carrying amounts (as recorded on the Company’s consolidated balance sheet} and
estimated fair values of the Company’s financial instruments are as follows: T

2006 2005
Carrying ' Fair Carrymg . Fair

December 31, : Amount Value Amount ~ Value
Financial Assets: S : :
Cash and cash equivalents $ 4507 % 4507 $ 1,905 $ 1905
Cash and investments segregated ' 10,862 10,862 15,192 15,192
Securities owned - . - ) 6,386 6,386 4,195 " 4,195
Receivables from brokers, dealers and ' K .

clearing organizations® . . 650 650 820 820
Receivables from brokerage clients - net . 10,927 10,927 10,780 10,780
Loans to banking clients - net o 2,334 2,312 . 1,946 ¢ 1,930
Loans held for sale 30 30 17 17
Swaps : - - 2 - 2

Total : $ 35696 % 35674 $ 34857 $ 34,841
Financial Liabilities: o . ' : ‘
Deposits from banking clients T $ 11,020 $ 11,020 '$ 6969 $ 6,969
Drafts payable : 324 324 225 225
Payables to brokers, dealers and cleanng organizations - 1,498 1,498 1,294 1,294
Payables to brokerage clients 20,621 20,621 24,700 24,700
Accrued expenses and other liabilities 1,069 1,069 . 1,018 1,018
Long-term debt ' 388 403 462 482

Total _$34920 $ 34935 $ 34668 $ 34,688

Cash and cash equivalents, cash and investments segregated, receivables, deposits from banking clients, payables,
accrued expenses and other liabilities are short-term in nature angd accordingly are recorded at fair value oramounts
that approximate fair value.

Securities owned are recorded at estimated fair value. Such fair values are estimated using quoted market prices, where
available, or third-party pricing services. . .o

Loans to banking clients: The fair value of the Company's loans are estimated using discounted contractual cash flows
adjusted for current prepayment estimates. The discount rates used are based on the interest rates charged to current
clients for comparable [oans.

Loans held for sale: The fair value of the Company’s loans held for sale are estnmated using the quoted market prices for
securities backed by similar types of loans.

Swaps: The fair value of the Company’s Swaps are estlmated by obtaining quotes from dealers and third-party pricing
services.

Long-term debt: A portion of the Company’s long:term debt has been adjusted for changes in the fair value of Swaps.
The fair value of the Company’s long-term debt is estimated using third-party prlcmg services and discounted cash ﬂow
analyses utilizing discount rates currently available for similar instruments. ’

Off-balance sheet financial instruments: In the normal course of business, the Company is a party to certain off-balance
sheet financial instruments, primarily consisting of firm commitments, which represent obligations of the Company. As of
December 31, 2008, 10% of these commitments mature within one year. The fair value of firm ‘commitments is
estimated based on fees charged to enter into similar agreements, considering the creditworthiness of the
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counterpartles The Company has rewewed the unfunded portion of its firm commitments and determined that the fair
values of these mstruments were immaterial at December 31, 2006 and 20065. -

21, Segment Information.

Operating segments are defined as com’pénenté of a company in which separate financiat information is evaluated
regularly by the chief operating decision maker, or decision-making group, in deciding how to allocate resources and in’
assessing performance. The Company structures its operating segments according to its various types of clients and the
services provided to those clients. The Company's two reportable segments are Schwab Investor Services and Schwab
Institutional. As a result of the Company's pending sale of U.S. Trust in 2006 and exit from the capital markets busuness
in 2004, the previously- reported u.s. Trust and Capital Markets segments have been eliminated. :

The Schwab Investor Services segment includes the Company's retail brokerage and banking operations, as well as the
division that serves company 401(k) plan sponsars and third-party administrators and supports company stock option -

. plans. The Schwab Institutional segment provides custodial, tradmg, and support services to independent mvestment
advisors.

The accounting policies of the segments are the same as those described in note “2 - Significant Accounting Policies.”

* Financial information for the Company's reportable segments is presented in the following table. For the computation of
its segment information, the Company utilizes an activity-based costing model to allocate fraditiqnal income statement
line item expenses {e.g., compensation and benefits, depreciation, and professional services) to the business activities
driving segment expenses (e.g., client serwce opening new accounts, or business development) and a funds transfer -
pricing methodology to allocate certain revenues ' . =

The Company evaluates the performance of its segments on a pre-tax basis excluding items such as restructuring
charges, impairment charges, discontinued operations, and extraordinary items. Segment assets are not disclosed-
because the balances are not used for evaluating segment performance and deciding how to allocate resources to
segments. However, capital expenditures are used in evaluating segment performance and are therefore disclosed.
Intersegment revenues, defined as revenues from transactions with other segments within the Company, are not
material and are therefore not disclosed. Capital expenditures are reported gross, as opposed to net of proceeds from
the sale of fixed assets. .
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2006 2005 2004
Net revenues: .
Schwab Investor Services . $ 3,239 $ 2,742 $ 2,615
Schwab Institutional 966 803 725
Unallocated and other (1.2 104 74 76
- _Totalnet revenues $ 4,300 $ 3,619 $ 3416
Net interest revenue: ‘ -
Schwab Investor Services ) $ 1,238 $ 903 $ 630
Schwab Institutional ' , 204 134 : 92
Unallocated and other : . (8) {15) : (17)
Total net interest revenue : $ 1434 $ 1022 $ 705
Income from continuing operations before taxes on income:
Schwab Investor Services $ 1,036 $ 758 $ 476
Schwab Institutional . 404 317 . 279
Unallocated and other @3 _ 36 (48) * (208)
Income from continuing operations before taxes on income 1,476 1,027 547
Taxes on income i {585) (393) (197)
Income {loss) from discontinued operations, net of tax 336 91 (64)
Net Income _ . $ 1227 $ 725 $ 286
Capital expenditures: : ‘
Schwab Investor Services ‘ $ 94 $ 75 $ 150
Schwab Institutional ‘ . 25 i8 ‘24
Unallocated and other ' 3 5 6
Total capital expenditures $ 122 $ 98 $ 180
Depreciation and amortization: .
Schwab investor Services $ 126 $ 145 $ 156
- Schwab institutional i 26 29 27
Unallocated and other - 5 5 14
__Jotal depreciation and amortization $ 157 $ 179 $ 197

@ Includes mutual fund clearing services revenues, and gains (losses) on investments.

@ Includes $25 million related to the confidential resolution of a legal matter in 2006.

@  Inciudes pre-tax restructuring charges of $16 million and $186 million in 2005 and 2004, respectively, and a pre-
tax gain on an investment of $14 million in 2004.

Fees received from Schwab’s proprietary mutual funds represented approximately 22% of the Company’s consclidated

" net revenues in 2006, 22% in 2005, and 23% in 2004. Except for Schwab's proprietary mutual funds, which are
considered a single client for purposes of this computation, no single client accounted for more than 10% of the )
Company's consolidated net revenues in 2006, 2005, or 2004. Substantially all of the Company’s revenues and assets
are generated or located in the U.S. The percentage of Schwab's total client accounts located in California was
approximately 25%, 25%, and 26% at December 31, 2006, 2005, and 2004, respectively.
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Net revenues categorized by similar preducts and services are shown in the foll?wing 1able:

- 2006 2005 - 2004

Mutual fund service fees : o $ 1,516 $ 1,310 $ 1,228
Investment management and trust fees - . 296 . . 221 149
Other asset management and administration fees 133 ' 143 . 172
Interest revenue: y - .

“Margin loans to clients : 837 654 . 454
Investments, client-related . : 609 : 522 293
Securities available for sale 319 128 62
Loans to banking clients . . 128 - 78 25
Other * -~ ’ 220 " 141 43

Interest expense ) . (679) (501) {(172)
Commissions _ : : 703 , 693 934
Principal transactions n : . ' 82 , ‘85 - 89
Other : : = 145 145 - 139
Total - $ 4,309 $ 3619 $ 3416
22. . "Supplemental Cash Flow Information : T
. Pt . . L
- 2006 © 2005 2004
Income taxes paid ) : : $ 618 $ 390 $ 153
~ Interest paid: R ) L o .
Brokerage client cash balances | ’ $ .425 $ 376 $ 112
Deposits from banking clients ' 194 65 18
Long-term debt - b : + 23 23 ' 25
Other L 24 17 9
Total interest paid : $ 666 $__ 481 $ 164
Non-cash investing and financing activities: : o : :
Common stock and options issued for purchases of businesses . - - $ 3
- § i8

Treasury stock @ . $ - 9

1) Includes discontinued operations.
@  Amount purchased during the period, but settled after period end.
4
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23. The Charles Schwab Corporation - Parent Company Only Financial Statements (Unconsolidated)

Condensed Statements of iIncome

2006 2005 2004
Interest revenue , $ 4 % 37 $ 26
Interest expense (31) (27} (18}
Net interest revenue : 13 10 8
Other revenues (losses) S 21 3 8)
Restructuring credit - - 2
Other expenses i . (16) (12) _{16)
Income {loss) before income tax (expense) benefit and equity in
earnings of subsidiaries 18 1 (14)
Income tax (expense) benefit : (8 5 5
Income (loss) from continuing operations before equity in earnings of
subsidiaries ' 10 6 (9)
Equity in earnings of subsidiaries: )
Equity in undistributed earmngs/(mstrlbutlons in excess of earnings)
of subsidiaries. . 48 . {(120) 26
Dividends paid by non-banking subsidiaries 833 818 333
Income from continuing operations . 891 634 350
Equity in undistributed earnings/(distributions in excess of earnlngs)
of subsidiaries - discontinued operations 107 g6 {18)
Dividends paid by discontinued operation . 25 . 10
Tax benefit (expense) on discontinued operations 206 - {9) 107
Income {loss} on discontinued operations ' {(2) _4 {163)
Net.Income - $§ 1,227 $ 725 $ 286
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PR

. Condensed Balance Sheets, - R . - SR <

December 31, - . L : : ‘ 2006 . 2005
Assets_ . L . ’ B -"" . ,“1. i IR
Cash and cash equivalents . - - ~ o ! $ 696 $ 553 7
Securities owned - at market value ; L . 86 75
Receivables from subsidiaries ‘ ‘ ' -9 R
Loans to non-banking subsidiaries L B Lo 220 . 220
Loans to banking subsidiaries. . | — - : 30
Investments in non-banking subsidiaries, at equity _ ST i 12,163 2,299
Investments in banking subsidiaries, at equity ' . e - + 689 - 538
Investments in subsidiaries - discontinued operations, at équity‘ oL . : 1,330 . - 1,233
Deferred tax assets - . ' . ' o 256 . ° . 63
Other assets 3 - PR 71 * 53
Total ' 1 $_ 5,520 $ 5071
. Liabilities and Stockholders’ Equity , ‘ . , « o
Accrued expenses and other liabilities . - % 235 - $- 228
Payables to subsidiarigs : ' R ‘ .j' - . 15 . 81
Long-term debt : . - - - : 262 332
Total liabilities i = a L - 512 621 .
Stockholders' equity . : 5.008 4,450 .
- _Total ~ A $ 5520 . _$ 5071
h *
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Condensed Statements of Cash Flows

2005

Cash and.Cash_Equivalents at End of Year

2006 ~ 2004
Cash Flows from Operating Activities : - _
Net income R : $ 1,227 $ 725+ 286
Adjustments to reconcile net income to net cash provided ’ :
by operating activities: ] .
Loss from discontinued operations, net of tax 1 5 65
" Distributions in excess of earnings/ . :
{equity in undistributed earnings) of subsidiaries (51) - 190 (25)
Distributions in excess of earnings/ (equity in undistributed '
earnings) of subsidiaries- discontinued operations (107) (96) 8
Excess tax benefits from stock-based compensation - {64) - -
Deferred income taxes . ‘ (192) (4 (36)
Other ’ (17) . 7 {7}
Net change in:
Other assets (10) 7 42
Accrued expenses and other liabilities 80 (51) 26
Net cash provided by operating activities 867 783 359
Cash Flows from Investing Activities
Advances tc subsidiaries - (60) (120) (230)
. Repayments from subsidiaries 90 120 295
Change in net receivables from subsidiaries . 24 (139) 7
Decrease (Increase) in investments in subsidiaries 22 (33) (20}
Cash payments for business combinations
and investments, net of cash received (8) 3. {1)
Proceeds from sale of subsidiary ' - - 271
Net cash used for discontinued operations i - - (233}
Net cash provided by {used for} investing activities 68 {169} 89
Cash Flows from Financing Activities
Repayment of loans from subsidiaries - - (24)
Repayment of long-term debt (68) (56) (80}
Excess tax benefits from stock-based compensation 64 - -
Dividends paid (173) {116} {101)
Purchase of treasury stock (868) (697) (365)
Proceeds from stock options exercised and other 253 115 51
. Net cash used for financing activities (792) (754) {519)
Increase (Decrease) in Cash and Cash Equivalents 143 (140) (71)
Cash and Cash Equivalents at Beginning of Year . 553 693 764
' $_ 696 $ 553 693
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T, Notes to Consolidated Financial Statements
(Tabular Amounts in Millions, Except Per Share Data, Option Price Amounts, Ratios, and as Noted) -

24, Quartqriy Financial Information (Unauditgd)

Fourth " Third " Second - First

Quarter Quarter Quarter Quarter

Year Ended December 31, 2006; .o
Net revenues $ 1,096 ‘$ 1,066 $ 1,093 $ 1,054
Expenses, Excluding Interest () $ - 724 $ 684 $ 724 $ 701
Net Income , $ 467 $ 266 $ 251 $ 243
Weighted Average Common Shares - Diluted . ‘ 1,274 1,277 1,294 1,296
Basic Earnings Per Share @ $ 37 3 21 $ .20 $ 19
Diluted Earnings Per Share @ $ .37 -$ 21 $ .19 $ .19 -
Dividends Declared Per Common Share - $ .050 $ .030 $ .030 $ .025
Range of Common Stock Price Per Share: .

High ' o C . $ 1936 $ 17.91 $ 18.45 $ 18.13

Low $ 16.64 $ 14.26 $ 1455 $ 14.43
Range of Price/Earnings Ratio 3 . ) . o

High T ' 20 - 25 27 29

Low ' ' 17 20- 21 23
Year Ended December 31, 2005: o ’
Net revenues(tt $ 964 $ 926 ° $ 881 $. 848
Expenses, Excluding Interest $ 682 $ 647 $ 614 $ 649
Net Income $ 187 $ 207 $ - 186 "$ 145
Weighted Average Common Shares - Diluted 1,298 - 1,308 1,314 1,326
Basic Earnings Per Share $ A5 $ 16 $ 14 $ A1
Diluted Earnings Per Share 2 $ 14 $ A6 $ 14 $ A1
Dividends Declared Per Common Share $  .025 $ 022 $ 022 .. % 020
Range of Common Stock Price Per Share: )

High ' $ 16.00 $ 1450 $ 11.83 $ 11.66

Low $ 13.04 $ 1133 $ 9.87 $ 10.01
Range of Price/Earnings Ratio _ ‘ ' '

High © 29 - 32 46 58,

Low 24 25 - 38 50
@ Amounts have been adjusted to summarize the impact of the pending sale of U.S. Trust in income from discontinued

operations. '

{2)- Both basic and diluted earnings per share include income from discontinued operations.
©  Price/earnings ratio is computed by dividing the high and low market prices by diluted earnings per share for the 12-
month period ended on the last day of the quarter presented.
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Management’s Report on Internal Control Over Financial Reporting

Management of The Charles Schwab Corporation, together with its subsidiaries (the Company), is responsible for
establishing and maintaining adequate internal control over financial reporting. The Company's internal control over
financial reporting is a process designed under the supervision of and effected by the Company's chief executive officer
and chief financial officer to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of published financial statements in accordance with accounting principles generally accepted in the United
States of America.

As of December 31, 2006, management conducted an assessment of the effectiveness of the Company’s internai
control over financial reporting based on the framework established in Internal Control - Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission. Based on this assessment, management
has determined that the Company's internal control over financial reporting was effective as of December 31, 2006,

The Company's internal control over financial reporting includes policies and procedures that pertairi to the maintenance
of records that, in reasonable détail, accurately and fairly reflect transactions and dispositions of assets; provide
reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with accounting principles generally accepted in the United States of America, and that receipts and
expenditures are being made only in accordance with authorizations of management and the directors of the Company;
and provide reasonable assuranceregarding prevention or timely detection of unauthorized acquisition, use or
disposition of the Company’s assets that could have a material effect on the Company’s financial statements.

Management’s assessment of the effectiveness of internal control over financial reporting as of December 31, 2006
has been audited by Deloitte & Touche LLP, an independent registered public accounting firm, as stated in their report
appearing on the following page.

/s/ Charles R. Schwab

Charles R. Schwab, .
Chairman and Chief Executive Officer
February 22, 2007

/s/ Christopher V. Dodds

Christopher V. Dodds

Executive Vice President and Chief Financial Officer

February 22, 2007 - '
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Report of tndependent Registered Public Accounting Firm
To the Board of Directors and Stockholders of The Charles Schwab Corporation:

We have audited the accompanyrng consolidated halance sheets of The Charles Schwab Corporation and subsrdlaries {the Company)
as of December 31, 2006 and 2005, and the related consolidated statements of i income, stockholders’ equity, and cash flows for
each of the three years in the period ended December 31, 2006. Qur audits also included the financial statement schedule of the
Company on page F-2. We also have audited management’s assessment, included in the accompanying Management's Report on.
Internal Contro! Over Financial Reporting, that the Company maintained effective internal control over financial reporting as of
December 31, 2006, based on criteria established in Internal Control - Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission. The Company’s management is responsible for these financial statements
and financial statement schedule, for maintaining effective internal control over financial reporting, and for its assessment of the
effectiveness of internal control over financial reporting. Our responsibility is to express an opinion‘on these financia statements and
financial statement schedule, an opiniocn on management's assessment and an opmron on the effectrveness of the Company s
internal control over financial reporting based on our audits. :

We conducted.our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of materiat misstatement and whether effective internal control over financial reporting was maintained in all material respects.
Our audit of financial statements included examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. Our audit of internal contro! over financial reporting included obtaining an understanding of
internal control over financial reporting, evaluating management s assessment testing and evaluating the design and operating
effectiveness of internal control, and performing such other procedures as we considered necessary in the circumstances. We believe
that our audrts provide a reasonable basis for our opinions. :

A company’s internal control over financial reporting is a process ‘designed by, or under the supervision of the company s principal
executive and principal financial officers, or persons performing similar functions, and effected by the company's board of directors,

management, and other personnel to provide reasonable assurance regarding the reliability of financial reporting and the preparation
of financial statements for external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that {1) pertain to the maintenance of records'that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; {2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles and that receipts and expenditures of the company are being made only in accordance with
authorizations of management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the financial
statements. '

Because of the inherent limitations of internal control over financial reparting, including the possibility of corjusion or improper
management override of controls, material misstatements due to error or fraud may not be prevented or detected on a timely hasis.
Also, projections of any evaluation of the effectiveness of the internal control over financial reporting to future periods are subject to
the risk that the controls may become madequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
the Company as of December 31, 2006 and 2005, and the results of their operations and their cash flows for each of the three years
in the period ended December 31, 2006, in conformity with accounting principles generally accepted in the United States of America.
Also, in our opinion, such financial statement schedule, when considered in relation to the basic consolidated financial statements
taken as a whole, presents fairly, in all material respects, the information set forth therein. Also, in our opinion, management's
assessment that the Company maintained effective internal control over financial reporting as of December 31, 2006, is fairly stated,
in all material respects, based on the criteria established in internal Control - Integrated Framework issued by the Commitiee of
Sponsoring Organizations of the Treadway Commission. Furthermore, in our opinion, the Company maintained, in all material
respects, effective internal control over financial reporting as of December 31, 2006, based on the criteria established in Internal
Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.

As discussed in Note 2 to the consolldated financial statements, the Company adopted Statement of Financial Accounting Standards
No. 123R - Share-Based Payment effective January 1, 2006. .

/s/ Deloitte & Touche LLP
San Francisco, California
February 22, 2007

-
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Iitem 9. Changes in and Disagreements W|th Accountants on Accountlng and Financial
Disclosure”

None.

Item 9A. Controls and Procedures
Disclosure Controls and Procedures

Evaluation of disclosure controls and procedures: The management of the Company, with the partlc:tpatlon of the
Company’s Chief Executive Officer and Chief Financial Officer, has evaluated the effectiveness of the Company's
disclosure controls and, procedures (as defined in Rule 13a-15(e) under the Securities Exchange Act of 1934) as of .
December 31, 2006. Based on this evaluation, the Company’s Chief Executive Officer and Chief Financial Officer have
‘concluded that the Company's disclosure controls and procedures were effective as'of December 31, 2006.

Changes in internal control over financial reporting: No change in the Company's internal control over financial reborting
{as defined in Rufe 13a-15(f) under the Securities Exchange Act of 1934) was identified during the quarter ended
December 31, 2006 that has materially affected or is reasonably likely to materially affect, the Company's interna!
control over financial reporting.

Management's Report'on Internal Control Over Financial Reporting and the Report of Independent Registered Public
Accounting Firm are included in “Iitem 8 - Financial Statements and Supplementary Data.”

item 9B. Other Information

Noﬁe.
PART lll

Item 10. Directors, Executive Officers, and Corporate Governance

The information relating to directors of CSC required to be furnished pursuant to this item is incorporated by reference
from portions of the Company's definitive proxy statement for its annual meeting of stockholders to be filed with the SEC
pursuant to Regulation 14A by April 30, 2007 (the Proxy Statement) under “The Board of Directors - Members of the )
Board of Directors,” “The Board of Directors - Board and Commlttee Meetings,” “The Board of Directors - Director
Nominations,” and “Section 16(a) Beneficial Ownership Reportmg Compliance.” The Company’s Code of Conduct and
Business Ethics, applicable to directors and. all employees, including senior financial officers, is available on the
Company's website at www.aboutschwab.com/corpgov. If the Company makes any amendments to or grants any
waivers from its Code of Conduct and Business Ethics which are required to be disclosed pursuant to the Securities
Exchange Act of 1934, the Company will make such disclosures on this website.

"

Executive Officers of the Registrant -

The following table provides certain information about the executive officers who are currently members of CSC's
Management Committee.
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Executive Officers of the Registrant and
Members of CSC's Management Committee

Name Age " Title
Charles R. Schwab 69 Chairman, Chief Executive Officer, and Director
Walter W. Bettinger I - 48 President and Chief Operating Officer
John 8. Clendening ' 44 Executive Vice President - Client Experience, Schwab
S Investor Services
. ., , (
Christopher V. Dodds : a7 Executive Vice President and Chief Financial Officer
- Carrie E. Dwyer .56 . Executive Vice President, General Counset and Corporate
o Secretary
Charles G. Goldman . -45 Executive Vice President and Chief Operating Officer, Schwab
. Institutional '
Jan Hier-King . : - 52 Executive Vice President — Human Resources
James D. McCocl " 48. Executive Vice President — Schwab Corporate and Retiremen
Services ¢ .
Deborah D. McWhinney 51 Executive Vice President and President - Schwab
' Institutional —
Randall W. Merk . . ' 52 Executive Vice President and President - Schwab Financial
Products
Rebecca Saeger . 51 . Executive Vice President and Chief Marketing Officer
Gideon Sasson 51 ~ Executive Vice President and Chief Information Officer
Peter K. Scaturro 46 Executive Vice President of CSC and Chief Executive Officer -
' o ' UsTC '

Mr. Schwab has been Chairman and a director of CSC since its incorporation in 1986. In 2004, CSC's Board of Directors
appointed Mr. Schwab as Chief Executive Officer of CSC. Mr. Schwab was Co-Chief Executive Officer of CSC from 1998 to
2003, and Chief Executive Officer of CSC from 1986 to 1997. Mr. Schwab was a founder of Schwab in 1971, its
Chairman since 1978, and its Chief Executive Officer since 2004. Mr. Schwab is a trustee of The Charles Schwab Family
of Funds, Schwab Investments, Schwab Capital Trust, and Schwab Annuity Portfolios, all registered investment
companies. ' . ’

Mr. Bettinger was appointed President and Chief Operating Officer of CSC by the Board of Directors on February 20,
2007. He served as Executive Vice President and President - Schwab Investor Services (formerly the Individual Investor
Enterprise) of CSC and Schwab from 2005 to February 2007. He served as Executive Vice President and Chief Operating
Officer - Individual Investor Enterprise of CSC and Schwab from 2004 until 2005, Executive Vice President and
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President - Corporate Services of Schwab from 2002 until 2004, and Executive Vice President and President -
Retirement Plan Services of Schwab from 2000 to 2002. Mr. Bettinger joined Schwab in 1995,

Mr. Clendening has been Executive Vice President - Client Experience, Schwab Investor Services of CSC since February
2007 and of Schwab since November 2006. Mr. Clendening joined Schwab in 2004 as Senior Vice President -
Individual Investor Enterprise Marketing. Before joining Schwab in 2004, Mr. Clendening was President of the business
services division of Savista Corporation, a provider of business process outsourcing and technology services to the food
services industry.

Mr. Dodds has been Chief Financial Officer of CSC and Schwab since 1999 and Executive Vice President of CSC and
Schwab since 1998. Mr. Dodds was Carporate Controller of Schwab from 1997 to 1999 and Corporate Treasurer of
Schwab from 1993 to 1997. Mr. Dodds joined Schwab in 1986. On January 24, 2007, Mr. Dodds announced his
decision to retire on May 18, 2007. Mr. Dodds is also currently a director and member of the audit committee of Cost
Plus, Inc., a specialty retailer of casual home furnishings and entertaining products headquartered in Oakland,
California.

Ms. Dwyer has been Executive Vice President, General Counse! and Corporate Secretary of CSC and Executive Vice
President - Corporate Oversight of Schwab since 1996. Ms. Dwyer joined Schwab in 1996.

Mr. Goldman has been Executive Vice President and Chief Operating Officer - Schwab Institutional of CSC since February
2007 and of Schwab since 2005. He served as £xecutive Vice President - Strategy and Ceorporate Development

of Schwab from 2004 until 2005 and as Senior Vice President of Corporate Development of Schwab from 2002 until
2004. Mr. Goldman joined Schwab in 2001 as Senior Vice President of Venture Capital Investing.

Ms. Hier-King has been Executive Vice President - Human Resources of CSC and Schwab since 2004. She served as
Senior Vice President of Human Resources of Schwab from 2002 until 2004. Ms. Hier-King joined Schwab in 1994 as
Senior Vice President - Technology and served in that role until 2002,

Mr. McCool has been Executive Vice President - Schwab Corporate and Retirement Services of CSC since February
2007 and of Schwab since August 2006. Mr. McCool served as Senior Vice President - Corporate Services of Schwab
from 2004 until 2006. Mr. McCool also has served as President and Chief Executive Officer of The Charles Schwab
Trust Company since 2005. Mr. McCool served as Senior Vice President - Plan Administrative Services of the Trust
Company from 2004 until 2005, Chief Operating Officer of the Trust Company from 2003 until 2004, and Vice President
- Development and Business Technology of the Trust Company from 2002 until 2003. Mr. McCool joined Schwab in
1995.

Ms. McWhinney has been Executive Vice President and President - Schwab Institutional of CSC and Schwab since
2001. Ms. McWhinney joined Schwab in 2001.

Mr. Merk has been Executive Vice President and President - Schwab Financial Products of CSC and Schwab since
January 2008, He served as Executive Vice President and President - Asset Management Products and Services of CSC
from 2004 until 2005, and as Executive Vice President and President - Asset Management Products and Services of
Schwab from 2004 until January 2006. Mr. Merk Joined Schwab in 2002 as Executive Vice President and President -
Investment Management of Schwab and served in that role until 2004.

Ms. Saeger has been Executive Vice President and Chief Marketing Officer of Schwab since March 20086. She has
served as Executive Vice President - Brand Management and Marketing Communications of CSC since December 2004,
and as Executive Vice President - Brand Management and Marketing Communications of Schwab since joining the
Company in March 2004. Prior to joining Schwab, Ms. Saeger was Executive Vice President of Brand Marketing for Visa
USA from 1997 to 2004.

Mr. Sasson has been Executive Vice President and Chief Information Officer of CSC and Schwab since 2004, He served

as Executive Vice President and President - Active Trader of Schwab from 2001 until 2004, and Executive Vice
President and President - Electronic Brokerage of Schwab from 1997 to 2001. Mr. Sasson joined Schwab in 1995.
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1

Mr. Scaturro has been Executive Vice President of CSC and Chief Executive Officer of USTC since 2005. Prior to joining
USTC, Mr. Scaturro was the Chief Executive Officer of The Citigroup Private Bank from 1999 to 2004, and a member of
Citigroup's Management Committee from 2002 to 2004. R '

ltem 11. Executive Compensation

The information required t’oj be furnished pursuant to this item is incorporated by reference from portions of the Proxy
Statement under “Compensation Information - Compensation Discussion and Analysis,” “Compensation Information -
Summary Compensation Table,” “Compensation Information - Grants of Plan-Based Awards,” “Compensation
Information - Narrative to Summary Compensation Table and Grants of Plan-Based Awards,” “Compensation
Information - Termination and Change in Control Benefits,” “Compensation Information - Qutstanding Equity Awards at
Fiscal Year-End,” *Compensation Information - Option Exercises and Stock Vested,” “Compensation Information -
Pension Benefits,” “Compensation Information - Nonqualified Deferred Compensation,” “Compensation Information -
Directors Compensation,” and “The Board of Directors - Cdmpensation Committee Interlocks and insider Participation.”
In addition, the information from a portion of the Proxy Statement under “Compensation Information - Compensation
Committee Report,” is incorporated by reference from the Proxy Statement and furnished on this Form 10-K, and shall
not be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, nor shall it be deemed
incorporated by reference in any filing under the Securities Act of 1933.

ltem 12. Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters

The information required to be furnished pursuant to this item is incorporated by reference from portions of the Proxy

Statement under “Security Ownership of Certain Beneficial Owners and Management,” and “Compensation Information

- Securities Authorized for Issuance Under Equity Compen;;ation Plans.” “

item 13. Certain Relationships and Related Transactions, and Director Independence

The information required to be furnished pursuant to this item is incorporated by reference from portions of the Proxy
Statement under “Transactions with Related Persons” and “The Board of Directors - Director Independence.”

item 14. PrincipaI.Accountant Fees and Services

The inforrhatic_;n required to be furnished pursuant to this item is incorporated by reference from a portion of the Proxy
Statement under “Audit Information - Auditor Selection and Fees.” . ‘ %
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PART IV

%

ltem 15. Exhibits and Financial Statement Schedule

(a) Documents filed as part of this Report
1. Financial Statements

The financial statements and independent auditors’ report are included in “ltem 8 - Financial Statements and
Supplementary Data” and are listed below: . ‘ .
Conso!ndated Statements of Income

Consolldated Balance Sheets

Consolidated Statements of Cash Flows

Consolidated Statements of Stockholders’ Equity

Notes to Consolidated Financial Statements

Report of Independent Registered Public Accounting Firm

]
2. Financial Statement Schedule

The financial statement schedu!e reguired to be furnished pursuant to this item is listed in the accompanymg index
. appearing on page F-1.

(b} Exhibits

The exhibits listed below are filed as part of this annual report on Form 10-K, |

Exhibit

Number _ ‘ . Exhibit

1.3 The Charles Schwab Corporation Medium-Term Notes Distribution Agreement filed as Exhibit 1.3 to
the Regist'rant's Form 10-Q for the quarter ended June 30, 2005 and incorporated herein.by
reference. '

311 Flfth Restated Certificate of Incorporation, effective May 7, 2001, of the Registrant (supersedes

' Exhibit 3.10), filed as Exhibit 3.11 to the Registrant’s Form 10-Q for the quarter ended
.September 30, 2006 and incorporated herein by reference.

3.12 Third Res;tated- Bylaws, as amended on May 9, 2003, of the Registrant {supersedes Exhi<bit 3. 9},
" filed as Exhibit 3.12 to the Reglstrant's Form 10-Q for the quarter ended June 30, 2003 and
~ incorporated herein by reference.

4.2 Neither the Registrarjf nor its subsidiaries are parties to any instrument with respect to long-term
debt for which securities authorized thereunder exceed 10% of the total assets of the Regist'rant
and its sub5|d|ar|es on a consolidated basis. Copies of instruments with respect to Iong -term debt
of Iesser amounts will be provided to the SEC upon request.
- { .
10.4 Form of Release Agreement dated as of March 31, 1987 afnong BAC, Registrant, Schwab Holdings,
Inc., Charles Schwab & Co., inc. and former shareholders of Schwab Holdings, Inc. {1)
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Exhibit . .
Number Exhibit ‘ L

10.57  Registration Rights and Stock Restriction Agreement, dated as of March 31, 1987, between the
Registrant and the holders of the Common Stock, filed as Exhibit 4.23 to Registrant's Registration
Statement No. 33-16192 on Form S-1 and incorporated herein by reference.

10.72  Restatement of Assignment and License, as amended January 25, 1988, among Charles Schwab &
Co., Inc., Charles R, Schwab and the Registrant, filed as Exhibit 10.72 to the Registrant’s Form 10-
K for the year ended December 31, 2004 and incorporated herein by reference.. -
10.87  Trust Agreement under the Charles Schwab Profit Sharing and Employee Stock Ownership Plan,
effective November 1, 1990, dated October 25, 1990, filed as Exhibit 10.87 to the Registrant's
Form 10 K for the year ended December 31, 2005 and incorporated herein by reference : (4)

10.101  First Amendment to the Trust Agreement under the Charles Schwab Profit Sharing and Emnloyee
Stock Ownership Plan, effective January 1, 1992, dated December 20, 1991. e {4)
10.116 - Second-Amendment to the Trust Agreement for the Charles Schwab Profit Sharing and Employee
Stock Ownership‘Plan effective July 1, 1992, dated June 30, 1992, filed as Exhibit 10.116 to the
Registrant's Form 10-Q for the quarter ended June 30, 2002, and incorporated herein by reference. (4)

10.169  Third Amendment to the Trust Aéreement for the Charles Schweb Profit Sharing and Employee
Stock Ownership Plan effective January 1, 1996, dated May 8, 1996 filed as Exhibit 10.169 to the
Registrant’s Form 10-Q for the quarter ended June 30, 2002 and incorporated herein by reference. ~ (4)

10.202 Fourth Amendment to the Trust Agreement for the Charles Schwab Profit Sharing and Employee v
! Stock Ownership Plan effective January 1, 1998, filed as Exhibit 10.202 to the Registrant’s -
Form 10-K for the year ended December 31, 2003 and incorporated herein by reference. {4)

10.226 The Charles Schwab Corporation Employee Stock Incentive Plan, restated and amended as of
September 20, 2001 (supersedes Exhibit 10.190). '~ (4)

10.242 The Charles Schwab Corporation 1987 Stock Option Plan, amended-and restated as of
September 25, 2002, with form of Non-Qualified Stock Option Agreement attached (supersedes
Exhibit 10.222), filed as Exhibit 10.242 to the Registrant's Form 10-Q for the guarter ended .
September 30, 2002, and incorporated herein by reference. (4)

10.243 The Charles Schwab Corporation 1987 Executive Officer Stock Option Plan, amended and restated
as of September 25, 2002, with form of Non-Qualified Stock Option Agreement attached
(supersedes Exhibit 10.223), filed as Exhibit 10.243 to the Registrant’s Form 10-Q for the quarter
ended September 30, 2002, and incorporated herein by reference. ' {4)

10.244  The Charles Schwab Corporation 1992 Stock Incentive Plan, amended and restated as of
September 25, 2002 (supersedes Exhibit 10.224), filed as Exhibit 10.244 to the Registrant’'s
Form 10-Q for the quarter ended September 30, 2002, and incorporated herein by reference. - {4

10.251 The Charles Schwab Corporétion 2001 Stock Incentive Plan, restated to include amendments
through May 2003 (supersedes Exhibit 10.248), filed as Exhibit 10.251 to the Reglstrant's
Form 10-Q for the quarter ended June 30, 2003, and mcorporated herein by reference (4

:1:0.252 The Charles Schwab Corporatron Long- Term Incentive Plan, filed as Exhibit 10 252 to the
Registrant’s Form 10-Q for the quarter ended June 30, 2003 and incorporated herein by reference.  (4)

-~
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Exhibit

Number-

Exhibit

10.253

10.261

10.262

10.264

10.265

10.266

10.267

10.268

10.269

10.270

10.271

10.272

Employment Agreemenr dated as of March 31, 2003 between the Registrant and Charles R.
Schwab (supersedes Exhibit 10.149), filed as Exhihit 10.253 to the Registrant’s Form 10-Q for the
guarter ended June 30, 2003 and incorparated herein by reference. '

Purchase Agreement by and among The Charles Schwab Corporation, CS Capital Markets and Co.,
Schwab Associates and Co., UBS Securities LLC, and UBS Americas Inc., dated as of August 31,
2004, filed as Exhibit 20.261 to the Registrant’s Form 10-Q for the quarter ended September 30,
2004 and incorporated herein by reference.

Equities Order Handling Agreement dated October 29, 2004 by and among UBS Securities LLC,
Schwab Capital Markets L.P., Charles Schwab & Co., Inc., and The Charles Schwab Corporation,
filed as Exhibit 10.262 to the Registrant’s Form 10-Q for the quarter ended September 30, 2004
and incorporated herein by reference. .

The Charles Schwab Corporation Deferred Compensation Plan |, effective December 9, 2004, filed
as Exhibit 10.264 to the Registrant’'s Form 10-K for the year ended December 31, 2004 and
incorporated herein by reference. -

The Charles Schwab Corporation Directors’ Deferred Compensation Plan Il, effective December 9,
2004, filed as Exhibit 10.265 to the Registrant's Form 10-K for the 'year ended December 31, 2004
and incorporated herein by reference.

Form of Notice and Restricted Stock Agreement for Non-Employee Directors Under The Charles
Schwab Corporation 2004 Stock Incentive Plan, filed as Exhibit 10.266 to the Registrant's Form 10-
K for the year ended December 31, 2004 and incorporated herein by reference. .

Form of Notice and Restricted Stock Unit Agreement for Non-Employee Directors Under The Charles
Schwab Corporation 2004 Stock incentive Plan, filed as Exhibit 10.267 to the Registrant's Form 10-

K for the year ended December 31, 2004 and incorporated herein by reference.

Form of Notice and Stock Option Agreement for Non-Employee Directors Under The Charles Schwab
Corporation 2004 Stock Incentive Plan, filed as Exhibit 10.268 to the Regrstrants Form 10-K for
the year ended December 31, 2004 and incorporated herein by reference.

Form of Notice, and Non-Qualified Stock Option Agreement Under The Charlgs Schwab Corporation
2004 Stock Incentive Plan, filed as Exhibit 10.269 to the Registfant's Form 10-K for the year ended
December 31, 2004 and incorporated herein by reference.

Form of Notice and Restricted Stock Agreement Under The Charles Schwab Corporation 2004 Stock
Incentive Plan, filed as Exhibit 10.270 to the Registrant's Form 10-K for the year ended
December 31, 2004 and incorporated herein by reference.

Thé Charles Schwab Corporation Directors’ Deferred Compensation Plan, as amended through
December 8, 2004 (supersedes Exhibit 10.215), filed as Exhibit 10.271 to the Registrant's Form
10-K for the year ended December 31, 2004 and incorporated herein by reference.

The Charles Schwab Corporation Deferred Compensation Plan, as amended through December 8,
2004 (supersedes Exhibit 10.257), filed as Exhibit 10.272 to the Registrant's Form 10-K for the
year ended December 31, 2004 and incorporated herein by reference.

(4)

(3)

(3)

(4)

(4)

- (4)

(4)
)
(4)
@
(@)

(4}
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Exhibit
Number

Exhibit

10.274
10.275

10.276

10.277

10.278

10.279

10.280

10.281

10.282

10.283

10.284

10.285

Summary of Director Compensation, fited as Exhibit 10.274 to the Registrant’s Form 10-Q for the
quarter ended March 31, 2005 and incorporated herein by reference. {4)

Peter K. Scaturro Offer Letter, filed as Exhibit 10.275 to the Registrant’s Form 8-K dated May 19,
2005 and incorporated herein by reference. (4)

Credit Agreement (364-Day Commitment) dated as of June 17, 2005 between the Registrant and
the financial institutions listed therein (supersedes Exhibit 10.258), filed as Exhibit 10.276 to the
Registrant's Form, 10-Q for the quarter ended June 30, 2005 and incorporated herein by reference.

The Charles Schwab Corporation Corporate Executive Bonus Plan, restated to include amendments
approved at the Annual Meeting of Stockholders on May 1.9, 2005 (supersedes Exhibit 10.240),

filed as Exhibit 10.277 to the Registrant's Form 10-Q for the qua'rter ended June 30, 2005, and
incorporated herein by reference. ‘ (4}

The Charles Schwab Corporation 2004 Stock Incentive Plan, restated t¢ include amendments

approved at the Annual Meeting of Stockholders on May 19, 2005 (supersedes Exhibit 10.259),

filed as Exhibit 10.278 to the Registrant's Form 10-Q for the quarter ended June 30, 2005, and
mcorporated herein by reference. ' (4) '

Separation Agreement by and between Alan J. Weber and The Charles Schwab Corporation and
U.S. Trust Corporation, dated May 23, 2005, filed as Exhibit 10.279 to the Registrant's Form 10-Q
for the quarter ended June 30, 2005 and incorporated herein by reference. (4)

Form of Notice and Restricted Stock Agreement for Peter K. Scaturfo under The Charles Schwab’
Corporation 2004 Stock Incentive Plan dated May 19, 2005, filed as Exhibit 10.280 to the .
Registrant's Form 10-Q for the quarter ended June 30, 2005 and incorporated herein by reference.  (3.4)

Form of Notice and Stock Option Grant for Peter K. Scaturro under The Charles Schwab Corporation
2004 Stock Incentive Plan, dated May 19, 2005, filed as Exhibit 10.281 to the Registrant's Form
10-Q for the quarter ended June 30, 2005 and incorporated heréin by reference. (4)

Fdrm of Notice and Premium-Priced Stock Option Agreement under The Charles Schwab
Corporation 2004 Stock Incentive plan, filed as Exhibit 10.282 to the Registrant's Form 10-Q for
the quarter ended September 30, 2005 and incorporated herein by reference. 4)

Separation Agreement by and between William L. Atwell and The Charles Schwab Corporation and
Charles Schwab & Co., Inc., dated November 29, 2005, filed as Exhibit 10.283 to the Registrant's

~ Form 10-K for the year ended December 31, 2005 and incorporated herein by reference. (4)

The Charles Schwab Severance Pay Plan, as Amended and Restated Effective January 1, 2006,
including Amendment Numbers 1. and 2 (supersedes Exhibit 10.260), filed as Exhibit 10.284 to the
Registrant's Form 10-K for the year ended December 31, 2005 and incorporated herein by

reference. S 3

Amendment to The Charles Schwab Corporation Long Term Incentive Plan, filed as Exhibit 10.285
to the Registrant's Form 10-K for the year ended December 31, 2005 and incorporated herein by
reference. _ T (4)

-87-




THE CHARLES SCHWAB CORPORATION

Exhibit ‘
Number - Exhibit -
10.286 Credit Agreement (364-Day Commitment) dated as of June 16, 2006 between the Registrant and
the financial institutions listed therein (supersedes Exhibit 10.276), filed as Exhibit 10.286 to the
Registrant's Form 10-Q for the quarter ended June 30, 2006 and incorporated herein by reference.
10.287 Retention Agreement by and between Peter K. Scaturro and the Registranf, dated as of
November 17, 2006. (4)
1 -
10.288 Stock Purchase Agreement by and between the Registrant and Bank of America Corporation, dated
as of November 19, 2006. . : .
121 Computation of Ratio of Earnings to Fixed Charges.
21.1 Subsidiaries of the Registrant.
23.1 Independent Registered Public Accounting Firm's Consent.
311 Certification Pursuant to Rule 13a-14(a)/ 15d 14(a), As Adopted Pursuant to Section 302 of The
Sarbanes-Oxley Act of 2002,
312 Certification Pursuant to Rule 13a-14(a)/ 15d-14(a), As Adopted Pursuant to Section 302 of The
Sarbanes-Oxley Act of 2002.
321 Certification Pursuant to 18 U.S.C. Section 1350, As Adopted Pursuant to Section 906 of The
Sarbanes-Oxley Actl of 2002. . ’ (2)
32.2 Certification Pursuant to 18 U S.C. Section 1350, As Adopted Pursuant to Section 906 of The
. Sarbanes-Oxley Act of-2002. (2)
(1) Incorporated by reference to the identically-numbered exhibit to Registrant’s Registration
Statement No. 33-16192 on Form S-1, as amended and declared effective on September 22;
1987. . R
(2) Furnished as an exhibit to this annual report on Fo}m 10-K. &
(3) Confidential treatment has been granted for portions of this exhibit.
(4)

Management contract or compensatory plan.
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SIGNATURES

. Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, on February 22, 2007.

. THE CHARLES SCHWAB CORPORATION -
(Registrant)

BY: /s/Charles R. Schwab
" Charles R. Schwab
Chairman and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the regjistrant and in the capacities indicated, on February 22, 2007.

Signature / Title ~ Signature / Title
/s/ Charles R. Schwab . /s/ Christopher V. Dodds
Charles R. Schwab, ) Christopher V. Dodds,
Chairman and Chief Executive Officer Executive Vice President

and Chief Financial Officer
{principal financial and accounting

officer)
75/ William F. Aldinger llI : ‘ s/ Nancy H. Bechtle i
William F. Aldinger IIl, Director Nancy H. Bechtle, Director
/s/ C. Preston Butcher . /s/ Donald G. Fisher
C. Preston Butcher, Director Donald G. Fisher, Director
/s/ Frank C, Herringer : ; /s/ Marjorie Magner
Frank C. Herringer, Director . .- Marjorie Magner, Director- :
/s/ Stephen 7. McLin , /s/ Paula A. Sneed
Stephen T. McLin_, Director . Paula A. Sneed, Director
/s/ Roger O. Walther /s/ Robert N. Wilson
Roger Q. Walther, Director Robert N. Wilson, Director
/s/ David B. Yoffie ,

David B. Yoffie, Director
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Index to Financial Statement Schedule

Page
Schedule Il - Valuation and Qualifying Accounts ' F-2
Combined Supplermental Financial Data for Charles Schwab Bank, N.A. (Unaudited) -3-F7

Schedules not listed are omitted because of the absence of the conditions under which they are
required or because the information is included in the Company’s consolidated ﬂnancral statements
and notes in “ftem 8 - Financial Statements and Supplementary Data.”




THE CHARLES SCHWAB CORPORATION

' - N

o . . - SCHEDULE It

" Valuation and Qualifying Accounts

. {In millions)
Balance at _ ’ Additions . Balance at’
Beginning Charged ' End
‘Description . -~ ofYear to Expense -Qther™ . written off of Year
~ For the year ended December 31, 2006:
Allowange for doubtful accounts of o . ‘
brokerage clients @’ $ 2 $ 4 - $ @ - v 2
For the yéar ended Dec'ember 31, 2005: ’
Allowance for doubtful accounts of . .
brokerage clients . $ 1 $ 7 ‘ ; % (6) $. 2
For the year ended December 31, 2004:
Altowance for doubtful accounts of )
brokerage clients'® $ 2 $. 1 : - % (2) $ ~ 1
{1y Represents collections of previously written-off accounts. ’ *

{2y Excludes bankif-ug—rerated valuation and gualifying accounts. See "Item 8 - Financial Statements and Supplementary Data -
Notes to Consalidated Financial Statements - 6. Loans to Banking Clients and Related Allowance for Credit Losses.”




THE CHARLES SCHWAB CORPORATION .
Supplemental Financial Data for Charles Schwab Bank, N.A. (Unaudrted)
{Dollars in Millions)

The following supplemental financial data is presented'in accordance with the Securities Exchange Act of 1934,

Industry Guide 3 - Statistical Disclosure by Bank Holding Companies. The accompanying unaudited financial
information represents Charles Schwab Bank, N.A. (Schwab Bank), which is a subsidiary of The Charles Schwab

Corporation. Schwab Bank is a retail bank which commenced operations in 2003. All periods have been adjusted to

exclude U.S. Trust Corporation in light of its pending sale.

1.  Threeyear Net Interest Revenue and Average Balances

: '
For the Year Ended December 31, 2006 2005 2004

Average Fverage Average Average Average Average

Balance Interest Rate Balance Interest Rate Balance Interest Rate
Assats: . .
Commercial paper 3 320 % 17 5.25% 1 63 % 2 3.28% $ 16 - 1.40%
Certificates of depasit 365 19 5.19% 220 7 3.15% ‘ 56 § 1 1.43%
Fedaral funds sold 412 21 5.04% 291 10 3.27% 348 1.36%
Reverse repos - 209 6 2,70% 400 10 2.45% . 385 10 2.47%
Money market investment : 74 4 5.35% . - - - - .
Securities available for sale **! 6,090 319 5.23% 3,363 128 3.81% 2,487 62 2.48%
Loans o banking clients 2 2,162 128 5.94% 1,613 78 4.84% 733 25 3.45%
Other interest-earning assets . 63 2 . 533% 59 3 5.02% 75 3 3.60%
Tolal interest-earning assets 9.695 516 5.33% 6.009 238 3.95% 4,100 106 2.55%
Non-interest-¢arning assets 84 43 (9}
Total Assets ’ 5 9779 - $ 6052 $ 4,001
-Liabilities and Stockholder's Equity: )
Interest-bearing hanking deposits $ 9,137 200 2.19% $ 5597 74 1.32% $ 3748 21 0.556%
Total sources on which interest is paid 9,137 200 2.19%% 5,587 74 1.32% 3,748 21 0.55%
Non-interest-bearing liabitities 104 48 24
Stockhetder's equity 538 409 R 319
Total Liabilities and Stockholder's Equity £ 9779 $ 6,052 £ 4001
Net interest revenue 316 . 164 85
Net free funds . $ .558 - ' $ 412 $ 352
Provision for credit loss (1) {1) (1)

$ 315 $ 183 ) $ 84

Net yield on inlerest earning assets 3.26% ' 273% 2.07%

1 The average balance and average rate for securities available for sale have been calculated using their amortized cost.
¥ Inctudes average principal balances of non-acerual loans. i .
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THE CHARLES SCHWAB CORPORATION
Supplemental Financial Data for Charles Schwab Bank, N.A. {(Unaudited).
{Dollars in Millions) '

2. Analysis of Change in Net Interest Revenue

An analysis of the year-to-year changes in the categories.of interest revenue and interest expense resulting from
changes in volume and rate is as follows: :

2006 Compared to 2005 2005 Compared to 2004
i " Increase (Decrease) Due to Increase {Decrease) Due to
L - - Change in: * ' Changein:
N Average Average Average Average ]
Volume Rate Total . Volume Rate Total
Interest-eaming assets: .
Commercial paper ' .3 9 $ .86 $ 15 $. 1 % 1 % 2
Certificates of deposit . b 7 12 2 4 6
Federal funds sold ‘ 4 7 11 (1) 6 5
Reverse repos L 4 (5) 1 @ . . . T - -
Money market investment . - T4 4 - - -
Securities available for sale ¥ ' '
U.S. Government agencies and . .

collateralized mortgage obligations @ . - . 104 - 87 191 22 . a4, 66
Total securities available for sale - 104 . 87 191 .22 a4 - 66
Loans to banking clients® . 26 24 50 3 . 23 53
Other interest-earning assets . ' - (1) (1) . - - B
Total interest-earning assets 143 135 278 54 78 132
Interest-bearing sources of funds: . . -~
Interest-bearing banking deposits . 47 79 126 . 16 - 43 53
Total sources on which interest is paid T 47 79 126 10 43 53

Change in net interest revenue “ $ 96 $ 56 §$ 152 $. 44 $ 35 $ 79

Changes that are not due solely to volume or rate have been allocated to rate. . :
™ The average balance and average rate for securities available for salé have been calculated using their amortized cost.
@ Ingludes collateralized mongage obligations securities issued by agencies including FNMA and FHLMC." ‘ T
@ Includes average principal balances of non-accrual loans. ‘ ’



THE CHARLES SCHWAB CORPORATION o
.Supplemental Financial Data for Charles Schwab Bank, N.A.'(Unaudf_ted)

(Dollars in Millicns)

3.  Securities Available for Sale

The amortized cost, estimated fair value, and gross unrealized gains and losses on securities available for sale are as- -
follows: : : .

- Gross Gross
) ‘ - Amortized Unrealized Unrealized Fair
December 31, 2006 - : o Cost Gains __lL.osses Value
Mortgage-backed securities: , o :
Coliateralized mortgage obligations - - - $ 3,115 ‘s 2 $ 19 $ 3,008
' Federal agencies 1.920 3 9 1914

Total mortgage-backed securities o 5,035 5 28 - - 5012
Corporate debt : . 877 _ - _ - 677
U.S. Treasury and federal agencies 249 ‘ - . - 249
Certificates of deposit - - L ' 50 - - 50
Total ‘ _ $ 6,011 $ 5 $ 28 - %5988

| Gross Gross
R Amortized Unrealized Unrealized ~ Fair
December 31, 2005 Cost Gains Losses Value
‘Mortgage-backed securities: ' ' :
Collateralized mortgage obligations $ 2,210 $ 1 $ 20 $ 2,191
Federal agencies . 1,440 5 10 1,435

Total mortgage-backed securities 3,650 6 30 -3,626
U.S. Treasury and federal agencies . - 100 . - 1 - 99
Total - - $ 3750 - _$ & $ 31 $ 3,725

. v _  Gross. - Gross .

: o C Amortized Unrealized Unrealized - Fair
December 31, 2004 ‘ ., Cost Gains Losses Value
Mortgage-backed securities: - ’ ' ' , ' ,

Collateralized mortgage obligations $ 922 - ‘$.r 6 $ 916
Federal agencies 1,339 $ 4 3 1,340

Total mortgage-backed securities 2,261 ' 4 9 2,256
U.S. Treasury and federal agencies : 16 - : - 16
Total - _ $ 2277 $ 4 $ 9 $ 2,272
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THE CHARLES SCHWAB CORPORATION
Supplemental Financial Data for Charles Schwab Bank, N.A. (Unaudited)

{Dollars in Millions)

The maturities and related weighted-average yields of debt securities available for sale at-December 31, 2006 areas
follows:

Within
December 31, 2006 .1 Year 1-5 Years 5-10 Years After 10 Years Total
Mortgage-backed .
securities (1:;
Collateralized . ) ‘
mortgage obligations - - ' - $ 3,008 $ 3,098
Federal agencies - - $ 7 ) 1,907 1,914
Total mortgage- '
_ backed securities . - - . 4 5,005 | 5,012 .
Corporate debt % 194 $ 483 - - 677
U.S. Treasury and ’ )
federal agencies - ' 209 40 - - 249
Certificates of deposit : 50 - - - 50
Estimated fair vatue $ 453 $ 523 $ 7 $ 5,005 $ 59088
Total amortized cost - $ 453 $ 523 $ 7 $ 5028 $ 6011
Net unrealized losses . - - $ 23 3 23
Weighted-average vield @ 5.16% 5.25% 3.50% 5.33% 5.32%

" Coltateralized mortgage obligations have been allocated over maturity groupings based on contractual maturities.
Expected maturities may differ from contractual maturities because borrowers have the right to prepay obligations
with or without prepayment penalties.

2 The weighted-average yield is computed using the amortized cost of debt securities available for sale at
December 31, 2006. ’

4.  Loans to Banking Clients and Related Allowance for Credit Losses

An analysis of the composition of the loan portfolio is as follows:

December 31, 2006 2005 2004 2003
Home equity lines of credit $1192 $1193 $ 866 $ 292
Residential real estate mortgages o 1,127 746 323 64
Other 19 10 5 A

Total ‘ $2338 $1949 $1194 $ 357

An analysis of nonperforming assets is as follows:

December 31, 2006 . ‘2005 2004 2003

Non-accrual loans $ 1 $ 1 .- .
Average non-accrual loans - - - -

An analysis of the allowance for credit losses on the loan portfolio.is as follows:

December 31, 2006 2005 2004 . 2003

Balance at beginning of year $ 3 % 2 % 1 -
Provision - : : i 1 1 3% 1

__Balance at end of year _ $ 4 $ 3 $ 2 $ 1

F-6




THE CHARLES SCHWAB CORPORATION
Supplemental Financial Data for Charles Schwab Bank, NA. (Unaudited)
(Dollars in Millions)

The maturities of the loan portfolio at December 31,2006 are as follows:

Within 1-5 Over

lYear . Years 5 Years Total
Home equity lines of credit - - $1192 $ 1192
Residential real estate mortgages (1) - . - . 1127 1,127
Other , . $ 1 % 11, 7 19
Total : $ 1__ % 11 $ 2326 % 2,338
' Maturities are based upon the contractual terms of the loans. ' ’ ’
The interest sensitivity of loans with maturities in excess of one year at December 31, 2006 is as follows:
1-5 Over
Years 5 Years Total
Loans with predetermined interest rates _ ' $ 2 3 g $ 11
Loans with floating or adjustable interest rates : 9 . 2317 2,326
lotal - ' ‘$ 11 $ 2,326 $ 2,337
5. ' Summary of Credit Loss on Banking Loans Expérience
December 31, - i 2006 2005 2004 2003
Average loans o $2162 $1163 §$ 733 §$ 84
Allowance to year end loans A7% A7% 4% 14%
Allowance to nonperforming loans : - n/m n/m n/m n/m
Nonperforming assets verage loans and real te owne .031% 041 0059 -
n/m Not meaningful. :
6.  Deposits from Banking Clients
' 2006 2005 2004
) ) Amount Rate Amount Rate Amount Rate
Analysis of average daily deposits: ’
Certificates of deposits of $100,000 or more - .- - - $ 226 .99%
Money market and other savings deposits $ 9137 2.19% $ 5597 1.32% 3522 50%
Total deposits $ 9137 $ 5597 $ 3,748
At Decerviber 31, 2006, the Compény had one certificate of deposit of $100,000 or more, in the amount of $101,000,
with a contractual maturity of three months or less. . '
7. Ratios
Decém ber 31, ) : 2006 2005 2004 2003
Return on average stockholder’'s equity . 26.34% 14.23% 8.75% 1.28%
Return on average total assets - 1.57% 1.08% 74% 27%
Average stockholder's equity as a percentage of average total agsets  5.96% _7.60% A5% 179
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EXHIBIT 12.1
" Computation of Ratio of Earnings to Fixed Charges
{Dollar amounts in millions, unaudited) a '
Year Ended December 31, - 2006 2005 2004 2003 2002
Earnings from continuing operaticns before taxes on .
earnings and extraordinary gain $1476 $ 1027 $ 547 $ 627 $ 195
Fixed charges
Interest expense:; - .
Brokerage client cash balances 426 378 113 76 164
Deposits from banking clients 200 74 21 5 -
Long-term debt . 29 30 28 30 40
Other “ 24 19 10 18 6
Total 679 501 172 129 210
Interest portion of rental expense 52 56 - B85 - 72 68
Total fixed charges (A) 731 . B57 237 201 278
Earnings from continuing operations before taxes on earnings, )
extraordinary gain, and fixed charges (B) $2207 $1584 $ 784 $ 828 $ 473
Ratio of earnings to fixed charges (B) + () ¥ 3.0 2.8 33 4.1 1.7
Ratio of earnings to fixed charges exciuding brokerage
and banking client interest expense @ 15.1 10.8 6.3 6.2 2.7
1y The ratio of'eamings to fixed charges is calculated in accordance with SEC redur’rements. For such purposes,
. *earnings” consist of earnings from continuing operations before taxes on earnings, extraordinary gain, and
fixed charges. "Fixed charges" consist of interest expense as listed above, including one-third of rental expense,
which is estimated to be representative of the interest factor.
) Because r'hterest expense incurred in connection with both payables to brokerage clients and deposits frorm banking
clients is completely offset by interest revenue on refated investments and margin loans, the Company considers such
-interest to be an operating expense. Accordingly, the ratio of earnings to fixed charges excluding brokerage and
banking client interest expense reflects the elimination of such interest expense as a fixed charge.




THE CHARLES SCHWAB CORPORATION

EXHIBIT 21.1
Subsidiaries of the Registrant
Pursuant to Item 601 (b)21)ii) of Regulation S-K, certain subsidiaries of the Registrant have been

omitted which, considered In the aggregate as a single subsidiary, would not constitute 8 s:gntﬁcant
- subsidiary (as defined in Rule 1-02{w) of Regulation 5-X) as of December 31, 2006.

The 'following is a listing of the significant _subsidit_lries of the Registrant:.

Schwab Holdings, Inc. (ho—lding c'ompa;ny for Charles Schwab & Co., Inc.), a Delaware corporation
Charles Schwab & Co., Inc., a Callifornia_corporation | |

Cﬁarl&s Schwab Investment Management, Inc., a Delaware corporation

U.S. Trust Corporation (holding company for Umted States Trust Company, National Association), a New
York corporation () .

United States Trust Company, National Association, a New York corporation (1)
Charles Schwab Bank, National Association, a Nevada corporation

UST Mortgage Company, a Florida corporation )

Other subsidiaries of the Registrant include:
The Charles Schwab Trust Company, a California corporation

@ These subsidiarjes are currently reflected as discontinued operations at December 31, 2006.




] EXHIBIT 23.1 .
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in the following Registration Statements of our report dated February 22,
2007, relating to the consolidated financial statements and financial statement schedule of The Charles Schwab
Corporation, and management’s report on the effectiveness of internal control over financial reporting, appearing in this
Annual Report on Form 10-K of The Charles Schwab Corporation for the year ended December 31, 20086.

ﬁled on Form S-3: -

Registration Statement No.

]

333-114729

333-32084

{Debt Securities, Junior Subordinated Debentures, Preferred Stock,

- Depositary Shares, Common Stock, Warrants, Purchase Contracts,

and Units Consisting of Two or More Securities)

Registration Statement No. {Common stock registered pursuant to trre acquisition of CyBerCorp
: ) " Holdings, Inc.)
‘ Registration Statement No. 333-36410 {Debt Securrtles;)

Registration Statement No.

Fited on Form S-4:.

Registration Statement No.

Registration Statement No.

L

Filed on Form S-8: ‘

Registration Statement No.
Registraiion Sta'ternent No.
Registration Statement No.
Registration'Staterngﬂt No.
_ Registration Statement No,
Registration Sg'ote‘ment No.
Regis;ration Sratement No.
Registration Statement No.
Registration Statement No.
Registratiojn $tatement No.
Registration Statement No.

Registration Statement No.

/s/ Deloitte & Touche LLP

333-50812

333-30886

333-48764

333-131502
333-101992
333-44793
33348335
333-93125
333-32058
33359280
333-63452
333-63448
33371322
333-81840
333-47107

San Francisco, California.,

February 22, 2007

~ {Registration of common stock)

{(Common stock registered pursuant to the acquisition of Chicago

- Investment Analytics, Inc.}

{Common stock registered bursuant to the acquisition of U.S. Trust
Corporation)

- (The Charles Schwab Corporation Deferred Compensation Plan I}

{The Charles Schwab Corporation 2004 Stock Incentive Plan)
{Charles Schwab Profit Sr}aring and Employee Stock Qwnership Plan)
{The Charles Schweb Corporation Employee Stock Incentive Plan)

(The Charles Schwab Corporation Employee Stock Incentive Plan)

.. (CyBerCorp Holdings, Inc. 1996 Incentive Plan)

(The Charles Schwab Corporation Employee Stock Incentive Plan)
(The Charles Schwab Corporation Employee Stock Ince_ntive Plan)
(The Charles Schwab Corporation 2004 Stook Incentive Plan)
(The SchwabPlan Retirement Savings and Investment Plan)
(The Charles Schwab Corporation Employee Stock Iocentive Plan)

(The Charles Schwab Corporation 2004 Stock Incentive Plan)



1, Charles R. Schwab, certify that:
1.

2.

THE CHARLES SCHWAR CORPORATION

Exhibit 31.1

CERTIFICATION PURSUANT TO RULE 13a-14(a)/15d-14(a), AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 ‘

b

| have reviewed this annual report on Form 10-K of The Charles Schwab Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condntlon results of operatlons and cash flows of the registrant as of,
and for, the periods presented in this report;

The registrant's other ce:tifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over ﬁnancnal reportlng
(as defined in Exchange Act Rules 13a 15(f) and 15d-15(f) for the regtstrant and have:

a)

b)

c)

d)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to¢ ensure that material information relating to the registrant, including
its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared; ' ’

Designed such internal control over financial reporting, or caused such interna! control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reperting and the preparation of financial statements for external purposes in accordance with
generally accepted accountmg principles;

Evaluated the effectweness of the registrant's disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure ‘controls and procedures, as of the end of
the period covered by this report based on such evaluation; and :

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant's most recent fiscal quarter {the registrant’s fourth fiscal quarter in the case of an
annual report} that has matenally affected, or is reasonably likely to materially affect the registrant’s
internal control over financial reporting; and

‘

5. The registrant's other certifying officer and | have discIosed based on our most recent evaluation of internal control
over financial reporting, to the reglstrant's auditors 'and the audit committee of registrant's board of directors (or
persons performmg the equivalent functions).

All sngmf:cant deficiencies and material weaknesses in the design or operation of internal control over

a)
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and
b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant's internal control over financial reporting.
Date: February 22, 2007 /s/ Charles R. Schwab

Charles R. Schwab
Chairman and Chief Executive Officer




THE CHARLES SCHWAB CORPORATION

Exhibit 31.2

CERTIFICATION PURSUANT TO RULE 13a-14(a)/15d-14(a), AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Christopher V. Dodds, certify that:

1. | have reviewed this annual report on Form 10-K of The Charles Schwab Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under-which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the ﬂnancnal statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

F3 1

4. The registrant's other certifyihg officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and. 15d-15(e)) and internal control over financial reporting
{as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a)

b)

c)

d)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant, including
its .consolidated subsidiaries, is made known tc us by others within those entities, particularly during the
period in which this report is-being prepared;

Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's
internal control over financial reporting; and

5. The registrant's other certifying officer and | have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of registrant's board of directors (or
persons performing the eqguivalent functions):

All significant deficiencies and material weaknesses in the design or operation of internal control over

a)
-financial reporting which are reasonably likely to adversely affect the registrant's ablllty to record, process,
summarize and report financial mformatlon and

b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant's internal control over financial reporting.

Date: February 22, 2007 - /s/ Christopher V, Dodds

Christopher V Dodds -
Executive Vlce President and Chlef Fmanmal Officer



THE CHARLES SCHWAB CORPORATION

Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Rebort of The Charles Schwab Corporation {the Company) on Form 10-K for the year
ended December 31, 2006 (the Report), |, Charles R. Schwab, Chairman and Chief Executive Officer of the Company,
hereby certify, pursuant to 18 U.S.C. section 1350, as adopted pursuant to section 906 of the SarbanesOxIey Act of
2002, that to the best of my knowledge: .

(1) The Report fully complies with the requirementé of section 13(a} or 15(d) of the Securities Exchange Act
of 1934; and

(2)  The information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company for the periods presented therein.

[s/ Charles R. Schwab . . Date: February 22, 2007
Charles R. Schwab
Chairman and Chief Executive Officer

A signed original of this written statement required by Section @06 has been provided to The Charles Schwab
Corporation and will be retained by The Charles Schwab Corporatlon and furnished to the Securities and Exchange

Commission or its staff upon request.

N




THE CHARLES SCHWAB CORPORATION
. . : Exhibit 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of The Charles Schwab Corporation (the Company) on Form 10-K for the year
ended December 31, 2006 (the Report}, 1, Christopher V. Dodds, Executive Vice President and Chief Financial Officer of
the Company, hereby certlfy pursuant to 18 U.S.C. section 1350, as adopted pursuant to section 906 of the Sarbanes-
Oxley Act of 2002 that to the best of my knowledge:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act
of 1934; and

{(2) The information contained in the Report fairly presents, in all material respects, the financial condition
and resulis of-operations of the Company for the pericds presented therein. -

/s/ Christopher V. Dodds ' Date: February 22, 2007
Christopher V. Dodds '

Executive Vice President and

Chief Financial Officer

A signed original of this written statement required by Section 908 has been provided to The' Charles Schwab .
Corporation and will be retained by The Charles Schwab Corporatlon and furnished to the Securities and Exchange
Commission or its staff upon request.




Charfes R. Schwab

Chairman of the Board and
Chief Executive Officer,

The Charles Schwab Corporation
Age: 69. Director since 1986.

Willlam F. Aldinger Il

President and Chief Executive

Officer, Capmark Financial Group

Inc., a financial services company -
Age: 59. Director since 2005.

Member of the Audit Committee;
Nominating & Corporate

Governance Committee.

Nancy H. Bechtle

Former President and Chief Executive
Officer, San Francisco Symphony
Age: 69. Director since 1992.
Member of the Compensation
Committee; Nominating & .
Corporate Governance Committee.

C. Preston Butcher
Chairman and Chief Executive Officer,
Legacy Partners, a real estate

development and management firm

Age: 68, Director-since 1988.
Member of the Audit Committee;
Nominating & Corporate Governance
Committee.

Donald G. Fisher

Founder and Chairman Emeritus

of the Board, Gap, Inc., a specialty
retail clothing chain

Age: 78. Director since 1988.
Member of the Audit Committee;
Nominating & Corporate Governance
Committee.

BOARD OF DIRECTORS

Frank C. Herringer

Chairman of the Board of
Transamerica Corporation, .

a financial services company
Age: 64, Director since 1996.
Chairman of the Nominating &
Corporate Governance Committee;
member of the Compensation
Committee.,

Marjorle Mag;ler

Founding partner, Brysam Global
Partners, a private equity firm
Age: 57. Director since 2006.
Member of the Audit Committee;
Neminating & Corporate
Governance Committee.

' Stephen T. McLin
Chairman and Chief Executive

Officer, STM Holdings LLC, which
offers merger and acquisition advice
Age: 60. Director since 1988,
Chairman of the Audit Committee;
member -of the Nominating &
Corporate Governance Committee.

Paula A. Sneed

Former Executive Vice President,
Global Marketing Resources and -
Initiatives, Kraft Foods, Inc.,

a global food and beverage company
Age: 59. Director since 2002.
Member of the Compensation
Committee; Nominating & Corporate
Governance Committee.

Roger 0. Walther

Chairman and Chief Executive
Officer, Tusker Corporation, .
a real estate and business
managenient company

Age: 71. Director since 1989.
Chairman of the Compensation
Committee; member of the
Nominating & Corporate
Governance Committee.

Robert N. Wiison

. Chairman and Chief Executive

Officer, Caxton Health Holdings,
LLC, a healthcare-focused
investment firm

Age: 66, Director since 2003,
Member of the Compensation
Committee; Nominating &
Corporate Governance Committee.

Davld B. Yoffie

Max and Doris Starr Professor

of International Business
Administration, Harvard

Business School -

Age: 52, Director since 2003.
Member of the Compensation
Committee; Nominating & .
Corporate Governance Committee.




Customer Service g
Phone: (800) 4354000

Website: www.schwab.com

- Orin person at more than 3007 -
Schwab ofﬁcgs in 45 states .+ 1
Schwab International and
Multicuttural Services '
Schwab serves international mvestors
through offices in Puerto Ric¢o and ’
London, and alsc through a subsmhary
of The Charles Schwab Corporatlon in
Hong Kong. ' '

In the U.5.: (877) 853-1802

Qutside the U.S.: (415) 667-6787
Website: www.schwab-global.com

Investor Relations -

Rich Fowler, Senior Vice President,
Investor Relations

Pheone: (415) 636-9869.

E-mail: investor.relations@schwab.com

News Media ) _
Greg Gable, Senior Vice President, .
Corporate Public Relations !
Media Hotline: (415) 636-5454
E-mail: public.relations@schwab.com-

- CORPORATE CONTACTS

" Legislative and Regulatory Affalrs

Jeffrey T. Brown, Senior Vice fo
President, Legislative and

Regulatory Affairs

555 12th Street NW, Suite 74ON
Washington, DC 20004

Phone: (202) 638-3750

Outside Counse! v

Howard Rice Nemerovski Canady Falk

‘& Rabkin, A Professional Corporation

San Francisco, California .
Website: www.howardrice.com

Independent Auditors

. Deloitte & Touche LLP °

50 Fremont Street

San Francisco, CA 94105
Phone: (415) 783-4000
Website: www.deloitte.com

it

Charles Schwab Foundation

& Community Investor Services
The Chartes Schwab Foundation and
Community Investor Services work -
together to fulfill the Foundation’s
mission to give back to communities
by supporting employee-selected
causes and fostering financial literacy
through.funding, involvement,
and expertise, ’
Carrie Schwab Pomeraniz,

President; Charles Schwab Foundation,
and Senior Vice President
Toll-free hetline: (877) 408-5438
Website: www_aboutschwab.com/
community



The Charles Schwab Corporation N
101 Montgomery Street

"San Francisco, CA 94104

(415) 636-7000

Nasdag Stock Symbol: SCHW

The Charles Schwab Corporation is a
leading provider of financial services,
with more than 300 offices and 6.7
million client brokerage accounts,
542,000 corporate retirement plan
participants, 147,000 banking
accounts, and $1.24 tritlion in client -
assets as of year-end 2006. Through
its operating subsidiaries, the company
provides a full range of securities
brokerage, banking, money manage-
ment and financial advisory and
custodial services to individual
investors, independent investment
advisors, and corporate retirement
plan sponsors and administrators.

Website: www.aboutschwab.com

Annual Meeting of Stockholders
Thursday, May 17, 2007

2 p.m. Pacific Time

Four Seasons Hotel

757 Market Street

San Francisco, CA 94103

Phone: (415} 633-3001

Advance registration is required. The
meeting will also be offered as a
webcast at www.schwabevents.com. .

© 2007 Tha Charlas Schwab Corporation, All rights reserved,

CORPORATE INFORMATION

Stock Ownership Services
All stockholders of record are wel-

‘come to participate in The Charles -

Schwab Corporation Dividend
Reinvestment and Stock Purchase
Plan, managed by Wells Fargo Bank,
N.A. For information on the Dividend
Reinvestment and Stock Purchase
Plan, or for assistance on stock
ownership questions, contact;
Transfer Agent & Registrar

Wells Fargo Bank, N.A.

Shareowner Services

P.O. Box 64854

St. Paul, MN 55164

Phone: (800) 468-9716

E-mail: stocktransfer@wellsfargo.com

The Charles Schwab Corporation
Office of the Corporate Secretary
Phone: (415) 636-3087

CEQ and CFO Certificatlons

The Charles Schwab Corporation has
included as exhibits to its Annual
Report on Form 10-K for the year
ended December 31, 2006, filed
with the Securities and Exchange
Commission, certificates of its Chief
Executive Officer and Chief Financial
Officer certifying the guality of the
company’s public disclosures.

il

Trademarks o .
Charles Schwab, Schwab, Charles .
Schwab Bank, CyberTrader, Talk

to Chuck, and other trademarks
appearing herein are trademarks
owned by Charles Schwab & Co., Inc.,
or its affiliates in the U.S. and/or
other countries.

Publications :

To obtain the company’s Annual
Report, 10-K, 10-Q, Quarterly
Earnings Report, or other
publications without charge,
contact: )
Charles Schwab Investor Relations:
101 Montgomery Street

San Francisco, CA 94104

Phone: (415) 636-2787 -

These documents may also be
viewed at the company’s website
at www.aboutschwab.com.
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